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It’s good business to put the skill and 
experience of New York’s leading 
bank to work for you. 


Yes, Chase Manhattan will act as agent 
for the payment of principal and inter- 
est on bonds, debentures or notes issued 
by your corporation. And when provi- 
sion is made to register such issues in 
the names of the holders, the bank is 
equally well prepared to handle this 
detail, too. 

In addition, periodic statements for 
record maintenance are furnished by 


experienced specialists who also pre- 





“If you’re concerned about a Paying Agent for debt securities 
why don’t you talk to the people at Chase Manhattan?” 


pare and file income tax data required 
by federal and state governments. 

But more than that, few corporations 
find it practical or economical to main- 
tain the trained staffs called for to per- 
form these exacting duties. That’s why 
it makes sense to let the people at Chase 
Manhattan, who devote all their time 
to the related needs of corporate cus- 
tomers, work for you. 

In the interest of efficient, fast and 
economical service, talk to the people 
at Chase Manhattan. 

Whether yours is a problem of bonds, 
debentures or notes, write: Agency 





Services, Trust Division, The Chase 
Manhattan Bank, 1 Chase Manhattan 
Plaza, New York 15, or phone LL 2-2222. 
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Each IAS training program is “tai- 
lored to fit” the needs of the individual. 
This is accomplished through the IAS 
elective plan embracing 240 compre- 
hensive study assignments, covering a 
wide range of accounting and manage- 
ment subjects. 


After general accounting principles 
have been mastered (40 assignments), 
each IAS Diploma Course student 
selects the 50 elective assignments 


which will be of greatest immediate 
benefit. 


The IAS electives currently avail- 
able (with the number of comprehen- 
sive study assignments indicated) are: 

Basic Auditing (10) 

Public Auditing (20) 

Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Corporation Finance (10) 





How [AS Training Meets Individual Needs 


Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (20) 
Accounting Law (10) 
Federal Income Tax (10) 
CPA Coaching (20) 


Later, under the famed IAS Life 
Scholarship Privilege granted without 
charge to graduates of the 90-assign- 
ment IAS Diploma Course, the addi- 
tional 150 elective assignments are 
made available, one elective at a time. 

With such a broad curriculum at his 
command, the IAS student can pro- 
gress directly to his short-term train- 
ing or job objective, and can then 
broaden his knowledge of accounting 
and management through study of 
additional advanced electives, as the 
need arises in his business career. 

The school’s 24-page Catalogue A 
is available free upon request. Address 
your card or letter to the Secretary, 
TAS ok 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 


INS 1S AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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RECOMMENDED READING 


Editors, THE CONTROLLER: 


I have just finished reading an article 
written by Frank Capon and appearing in 
the 50th anniversary issue of The Cana- 
dian Chartered Accountant. “The Ac- 
countant’s Role in Interpreting the Profit 
Motive” is the title, but the article touches 
on much more than just that. It pro- 
pounds a philosophy of our way of life 
in the Free World which is seldom, if 
ever, brought out and discussed in public. 

This frank discussion probes to the 
very root of our system, explains it most 
clearly, and sets forth complete justifica- 
tion of the profit motive by which we are 
activated. I feel that the author’s words 
should be brought to the attention of as 
many people as possible and would 
strongly urge that they be reproduced in 
THE CONTROLLER. 


LEON A. RIDGWAY 
Asgrow Seed Company 
New Haven, Connecticut 


Mr. Capon’'s article has been reprinted 
with permission on page 490 of this issue of 
THE CONTROLLER.—1 he Editors. 


A NEW TITLE 
FOR FINANCIAL OFFICERS? 


Editors, THE CONTROLLER: 


During recent months I have noticed, 
in announcements and articles, references 
to a new executive position of “Director 
of Communications.” I would like to 
know more about this function and I 
wonder if Controllers Institute has given 
any official recognition to the position. ‘ 

Have the duties and responsibilities of 
the position been defined and, if so, how 
do they differ from those of the controller ? 


H. W. HorNIK 

Controller 

Venus Pen & Pencil Corporation 
Lewisburg, Tennessee 


To our knowledge there is only one mem- 
ber of Controllers Institute of America u ho 
holds the title of Director of Communica- 
tions. Moreover, in that one case, both the 
title and the duties connected with it are 





separate from, and additional to, the hold- 
er’s controllership title and functions. 

In our experience the corporate title Di- 
vector of Communications has been more 
or less confined to public-relations depart- 
ments and has had nothing to do with 
financial management. However, if any 
reader knows of its use in the control area, 
we invite him to communicate with Mr. 
Hornik or with us.—The Editors. 


AICPA RULE OF CONDUCT 
Editors, THE CONTROLLER: 

I have just received the August issue of 
THE CONTROLLER in which you have 
printed my letter about the American In- 
stitute of Certified Public Accountants’ 
proposed new rule of professional con- 
duct for CPA’s. 

I think that our efforts have produced 
some good, and I have assurances from 
the president of AICPA that if the rule 
in question is presented again to the 
membership it will be accompanied by an 
official interpretation excluding CPA’s 
when acting in any capacity other than 
that of an independent auditor. 

We who have been pressing this battle 
are indeed indebted to you for the pub- 
licity given our position. 


GEORGE S. RAPIER 
Certified Public Accountant 
Rapier, Barre & Rapier 
New Orleans, Louisiana 


MORE READERS ABROAD 
Editors, THE CONTROLLER: 


The recent announcement about the 
price increase for a subscription brought 
to mind the fact that THE CONTROLLER 
still is considerably underpriced and that 
it is deserving of wider circulation, par- 
ticularly on an international basis. 

In my own case it is most convenient 
to put the magazine into the appropriate 
hands abroad because of Socony’s world- 
wide operations. 

During the past year and a half I have 
had opportunities to visit many of our 
foreign affiliates, where in each case we 
have a director of finance, a controller, 

(Continued on page 472) 





DO YOU AGREE or do you disagree with an article in this month's issue? Y our 
fellow readers will be interested. Naturally, letters to the editor must bear the 


writer's signature and address; these will be withheld on request. The Editors 






PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Associate Editor 


THOMAS J. FARRIS 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
» 


JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER js 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin. 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan, 


2. To compare performance with operai- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statist- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning ‘any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures, 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government. influ- 
ences, and interpret their effect upon the 
business. 
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Planned paperwork doesn’t begin in the office where source records 
are translated into more complex documents. Instead, it begins where 
source data are created—on the factory floor, at the retail counter, 
in a sales office. It begins by collecting source data in such a way 
that subsequent processing is made simpler and produces more in- 
formation for management. Only Standard Register offers all major 
methods of capturing data right at the source. Check into these vari- 
ous methods. What may now be a neglected area in your paperwork 
planning can become the source of added management control. 


STANDARD REGISTER 
BUSINESS FORMS 


THE STANDARD REGISTER COMPANY, DAYTON 1, OHIO 


Business Forms and Forms Handling Equipment for Paperwork Simplification 








Correspondence 
(Continued from page 470) 


or an accounting manager, the title de. 
angen upon local custom or tradition 
ut each being the principal accountip 
and financial officer in his company. At 
the conclusion of my visits, a subscription 
to THE CONTROLLER was a very appro. 
priate and timely gift. 

Therefore, as your records will indi. 
cate, THE CONTROLLER is being sent to 
Socony’s principal accounting and finap. 
cial officers in England, France, Germany, 
Austria, Italy, Switzerland, Belgium, Hol. 
land, Denmark, Norway, Sweden, Spain, 
Portugal, Turkey, Cyprus, Algeria, Mo. 
rocco, Cameroun—W. A., Republic of 
| Congo—W. A., Republic of Senegal— 
W. A., Nigeria—W. A., Sierra Leone— 
W. A., Venezuela, Colombia, and Puerto 
Rico. 

I have had excellent comments about 
the magazine from each of the recipients, 
The consensus is that THE CONTROLLER 
has just the right balance for a profes. 
sional magazine. 





| 
| 
| 
| 


Max SIMPSON 

Controller 

Socony Mobil Oil Company, Inc. 
New York, N. Y. 


With Mr. Simpson’s considerable assist. 
ance, for which we are sincerely grateful, 
THE CONTROLLER now reaches over a thou- 
sand subscribers in other countries. 


—The Editors 





A HAPPY RELATIONSHIP 


Editors, THE CONTROLLER: 


Thank you for sending me a copy of 
the August issue of your always excellent 
magazine. The review of my book by Mr. 
Freeman [Executive Control—the Cata 
lyst, page 390] was naturally tremendously 
gratifying. 

The germ of this book actually started 
some four or five years ago in an article 
which I wrote for THE CONTROLLER. 
The encouragement which you gave me 
then was instrumental in the writing of 
the volume reviewed by Mr. Freeman. 

Thus I am glad to take this opportunity 
to comment again upon the happy tela- 
| tionship which has existed between those 
| of us in the academic field and those of 
| you who are the practicing “‘pros’” in the 
financial management field. 


WILLIAM TRAVERS JEROME III 

Dean, College of Business Administration 
Syracuse University 

Syracuse, N. Y. 
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William D. McEachron 


© One of the primary responsibilities of business manage- 
ment in today’s society is the selection of those projects in 
which the firm invests the capital made available to it. Such 
decisions represent much more than the mere channeling of 
funds from one area to another. In a broader sense, they in- 
volve long-term commitments of total corporate resources, 
both of capital and of labor, to prescribed courses of action 
which cannot lightly be altered in the face of new and un- 
anticipated conditions. 


Profitability Index 
in Investment Evaluation 


THE PROCESS of making an investment 
decision in a modern corporation involves 
four distinct, but interrelated steps: con- 
ception, estimation, evaluation, and deci- 


sion. 


Conception obviously refers to the cre- 
ative perception and isolation of an in- 
vestment opportunity that might be ex- 
ploited by the firm. Estimation is more or 
less the design-engineering stage and ex- 
pands the concept into a systematic pro- 
jection of all the economic factors that 
pertain to the project—such as the amount 
and timing of required investment, the 
operating costs, and the expected sales 
revenues or savings. Evaluation condenses 
this array of economic projections into 
one or more single-valued measures of 
over-all economic attractiveness. The de- 
cision step, finally, must somehow em- 


MR. McEACHRON, following gradua- 
tion from Purdue University, B.S. Chem- 
ical Engineering, 1939, joined Standard 
Oil Company (Indiana) as a research 
engineer (petroleum) and successively 
held the following posts: Group leader, 
Exploratory Economics (economic eval- 
uation); assistant department head, 
Coordinating Department (distribution 
evaluation); administrative assistant, 


brace not only all the factors that have 
been quantified, but the elusive intangi- 
bles as well. 

This paper is concerned with the tra- 
tionale and significance of the profitabil- 
ity index approach as applied to the third 
or evaluation area, and how it relates to 
the final investment decision. In case the 
reader is not familiar with the term 
“profitability index,” it should be pointed 
out that other authors have variously 
called it “discounted cash flow rate of re- 
turn,” the “internal rate of return,” the 
“investor's” or the “‘interest rate of re- 
turn,” and, in one case, the “‘true rate of 
return.” 

One reason why the writer prefers the 
term “profitability index’ or ‘‘PI’’ to all 
others is because the planners at his com- 
pany have modified the basic concept of 


ABOUT THE AUTHOR 





executive vice president (planning and evaluation); head, Long- 
Range Planning Group (planning and evaluation); and man- 
ager, Long-Range Planning Department (planning and control). 


Profitability Index was also covered by Mr. McEachron in an article in the June 12, 
1961 issue of Chemical Engineering (McGraw-Hill Publishing Co., Inc., New York). 
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PI speaks to the decision-maker 
in a language compatible both 

with the cost of capital and with 
considerations of judgment 


discounted cash flow in certain problem 
areas where the strictly mathematical 
treatment gives results that are misleading 
in terms of the investment decision. For 
most situations, however, these various 
terms refer to the same basic procedure. 

In general terms, profitability index is 
a comprehensive tool for measuring the 
economic quality of practically any type 
of new-investment proposal. It is ex- 
pressed in terms of a single number rep- 
resenting per cent annual return on in- 
vestment. Since PI is derived from the 
aftertax cash-flow schedule for the proj- 
ect under consideration, it is independent 
of accounting classifications except as they 
may affect income taxes. 

Although profitability index is an eval- 
uation tool, no discussion of it is complete 
without relating it to the investment-deci- 
sion stage. Indeed, it is particularly im- 
portant that evaluation and decision com- 
plement each other. Since the decision 
stage is the more difficult, its requirements 
are obviously of substantial importance. 

It is the function of the decision-maker 
to build his decision out of three consid- 
erations. The first of these is the esti- 
mate of project attractiveness, as devel- 
oped in the evaluation stage. The second 
is the norm or standard of acceptance for 
the class of project being considered or 
for the firm as a whole. The third con- 
sideration is simply the judgment of the 
decision-maker, which has to take into 
account the varying degrees of reliability 
and uncertainty that plague the whole 
process of trying to forecast the economic 
future of a given investment proposal. 

Later portions of this paper cover these 
three considerations of the decision-maker 
more specifically. Suffice it to say at this 
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Table 1 
COMPARISON OF THREE PROJECTS 
End of Project A Project B Project C 
Year $ $ $ 

0 Investment —1,000 —1,000 — 1,000 

1 Cash Return + 500 + 400 + 600 

2 Cash Return + 500 + 400 + 600 

3 Cash Returr + 500 + 400 + 300 
Total Cash Return +-1,500 +1,200 -+1,500 






point that all three must be cast in a com- 
mon language or common frame of ref- 
erence. One of the important attributes of 
PI is that it can function as this common 
language and thus help to integrate the 
decision process itself. 

For purposes of clarity, it is useful to 
divide this paper into three sections. The 
first of these is designed to show the un- 
derlying concept of PI and how PI esti- 
mates are derived. The second relates PI 
to corporate accounting, which is not only 
the common economic measure of the 
firm, but is usually also the basic lan- 
guage in which standards of wig ond 
are cast. The third section deals briefly 
with the decision function, with particular 
attention to the relationship between 
judgment and PI. 


CONCEPT AND DERIVATION 
OF THE PI ESTIMATE 


Time As an Evaluation Factor. For a 
thorough understanding of how profitabil- 
ity index is derived, it is helpful to re- 
view briefly, in terms of a simple illustra- 
tion, the basic factors which determine 
the economic quality of a given project. 
Table 1 shown above presents three proj- 
ects: A, B, and C, each of which requires 
an investment of $1,000. 

Each project exhibits a typical cash 
flow pattern, namely, an initial outlay of 
money (shown as negative) followed by 
a period of money receipts (shown as 
positive). Which is the better investment, 
A or B? Just by inspection we can see 
that A is better. Why? Because each year’s 
cash return for A is greater than for B. 
What about A and C? Although total 














cash return is the same, it is apparent that 
C is somewhat better than A. Why? Be- 
cause it returns the bulk of its income at 
an earlier date. 

This illustrates that the two factors 
which determine the relative economic 
quality of a project are: 


1. Cash return relative to investment. 
2. Timing of cash return and investment. 


An essential feature of the profitability 
index approach is that it not only covers 
the magnitude of cash return relative to 
investment, but also gives proper weight 
to the equally important factor of timing. 
To see how this is done, we will examine 
this matter of timing a little more criti- 
cally. 

It is well known how a bank deposit 
compounds in value through time. Table 
2 shows how a $1,000 deposit bearing 
10% interest compounded annually will 
grow to $1,611 at the end of five years. 
Each year the account increases by 10% 
of the amount in the account at the begin- 


FIGURE 1 
GROWTH IN VALUE THROUGH TIME 
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ning of the year. Thus, $1,000 increased 
by 10% is $1,100; $1,100 increased by 
10% is $1,210; $1,210 increased by 
10% is $1,331, and so on, until at the 
end of the fifth year the account has in- 
creased to $1,611. 

With more frequent compounding, the 
account grows faster as shown in Table 3. 
At a 10% annual rate compounded 
semiannually the deposit would grow 
to $1,629 at the end of five years. Quar- 
terly compounding would yield $1,639; 
monthly compounding $1,645; and con- 
tinuous compounding $1,649. With con- 
tinuous compounding, the time between 
successive compounding is infinitestimally 
small. We use continuous compounding 
in all profitability index calculations, 
mainly because it greatly simplifies the 
work. Actually, its use is not essential to 
the PI concept itself. 

Figure 1 shows graphically how $1,000 
deposited in a bank at 10% interest com- 
pounded continuously would grow to 
$1,649 at the end of five years. Of this 





Table 2 


GROWTH IN VALUE 
OF A BANK DEPOSIT 


10% Annual Compounding 


End of Year Amount in Account 


0 $1,000 
1 1,100 
2 1,210 
3 1,331 
4 1,464 
5 1,611 
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Table 3 
GROWTH IN VALUE OF A BANK DEPOSIT 











FIGURE 3 
WHAT IS THE PI ON CAPITAL GAIN? 











Different Frequencies of Compounding, All at Rate of 10% Per Year Tmat a 

End of Y ear Annual Semiannual Quarterly Monthly Continuous us << icc 

0 $1,000 $1,000 $1,000 $1,000 $1,000 i le rorat. casw 

RETURN $1649 

1 1,100 1,102 1,104 1,105 1,105 

2 1,210 1,216 1,218 1,220 1,221 INVESTMENT 

3 1,331 1,340 1,345 1,348 1,350 

4 1,464 1,477 1,485 1,489 1,492 HM T ae ae eae 

5 1,611 1,629 1,639 1,645 1,649 YEARS 
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Tabie 4 


COMPUTATION OF PROFITABILITY INDEX 





10% PI 
End of Cash Flow Discount Present 
Year $ Factor Value 
0 Investment — 1,000 1.000 —1,000 
5 Cash Return +1,649 0.607 + 1,000 
Sum 0 





FIGURE 4 
WHAT IS THE PI ON A 3-YEAR PROJECT? 
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amount, $1,000 is the original deposit, 
$649 is accumulated interest, and 10% 
js the rate at which interest is being 
earned on the deposit. 


Project with Single Income Receipt. 
Money invested in an industrial project 
behaves somewhat like the bank deposit. 
Usually we have estimates of investment 
and income, and wish to determine the 
annual rate at which the investment com- 
pounds in value through time to yield the 
future cash income. This rate of com- 
pounding is, of course, the profitability 
index. 

Fundamentally, the calculation of PI 
is a trial-and-error procedure employing 
different rates of return until one is found 
that fits the problem. In practice, this 
trial-and-error can frequently be avoided 
through short-cut techniques, but these 
short cuts are beyond the scope of this 
paper. 

To illustrate the calculation procedure, 
we can look at the bank-deposit analogy 
as though it were an industrial project. 
Thus, we would have a project investment 
of $1,000 from which we expect to re- 
ceive $1,649 in a lump sum five years 
later. W hat is the PI? Of course, we know 
the answer to be 10% since this is the 
rate of compounding we had with the 
bank deposit. But suppose we didn't 
know the answer—what then? 

As shown in Figure 2, we could try 
different compounding rates until we find 
the one that yields $1,649. At a 12% 
rate of return, $1,000 will compound in 
value to $1,822 at the end of five years. 
At 8%, it compounds to $1,491. At 10% 
it compounds to $1,649, which just 


matches the anticipated future income. 
Therefore, 10% is the PI. 

In the simple example just cited this 
compounding approach is quite satisfac- 
tory, but if the problem involved more 
than one future income receipt it would 
be almost impossible to handle. This dif- 
ficulty is overcome by using a variation 
which is simply the reverse of the com- 
pounding approach. Instead of multiply- 
ing the initial investment by the com- 
pound-interest factor to equal the future 
income, we divide the future income by 
the factor to equal the initial investment. 
Or, what amounts to the same thing, we 
multiply the future income by the recipro- 
cal of the compound interest factor at the 
trial PI. 

This procedure, of course, is known as 
discounting, and the reciprocal of the 
compound interest factor is called a dis- 
count factor. The discounted value of the 
future income is known as the present 
value. When we have found a rate which 
will discount the future income to a pres- 
ent value equal to the investment, we 
have the PI for the project. 

Figure 3 shows that the $1,649 in- 
come receipt discounted at 8% gives a 
present value of $1,105. At 12% it is 
$905, but at 10% it is precisely $1,000, 
equal to the initial investment. Therefore, 
the PI in this example is 10%. 

The necessary tables of discount factors 
are available from a number of sources. 
For purposes of illustration, a brief list- 
ing of discount factors is given in Ap- 
pendix Table A. It will be seen that the 
discount factor shown for our 10% PI 
example at five years (R X T = 50) is 


0.607, which represents the value today 
of $1.00 to be received five years from 
today at a 10% rate of return. To get the 
present value of the future income at vari- 
ous rates of return we merely multiply the 
future income by appropriate discount fac- 
tors from the table. 

The computation for the problem just 
discussed is shown in Table 4. The outgo 
and income of money are tabulated in the 
second column. Money outgo is negative 
in sign and income is positive. In the 
third column we enter the discount fac- 
tors for the trial PI—we have used the 
correct value of 10% to simplify the 
explanation. For zero time the discount 
factor is always unity, at any rate of re- 
turn. The discount factor for the end of 
five years at 10% is shown by the table 
of discount factors to be 0.607, as was 
pointed out in the preceding paragraph. 
Multiplying the future income of $1,649 
by this factor gives a present value of 
$1,000. This is exactly equal to the initial 
investment; the algebraic sum of the pres- 
ent values of investment and future in- 
come is zero. Therefore, 10% is the cor- 
rect PI. 


Project with Multiple Income Receipts. 
This same procedure also applies to prob- 
lems involving more than one future in- 
come receipt. To illustrate let’s consider 
a project for which we spend $1,000 and 
receive lump sums of $500 each at the 
end of the first, second, and third years. 
What is the PI on this project? 

The problem is shown graphically in 
the chart in Figure 4. Here we see the 
initial investment of $1,000, followed by 
three $500 receipts at the end of the first, 





Table 5 
WHAT IS THE PROFITABILITY INDEX ON A 3-YEAR PROJECT? 


21% PI 














FIGURE 5 
WHAT IS THE PI ON A 3-YEAR PROJECT? 
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Table 6 
COMPARISON OF THREE PROJECTS 
Project A Project B Project C 
End of Year $ $ : 
0 Investment —1,000 —1,000 —1,000 
1 Cash Return + 500 + 500 + 100 
2 Cash Return + 500 + 500 + 900 
3 Cash Return + 500 + 500 + 500 
4 Cash Return _ + 500 —— 
Payout, Years 2.0 2.0 2.0 
Pl, Per Cent 


& 


second, and third years. We will try to 
find a PI which will discount the three 
future incomes down to three present 
values whose sum equals the initial in- 
vestment, as shown in the figure. 

The solution of this problem is illus- 
trated in Table 5. Again we have side- 
stepped the trial-and-error procedure and 
started out with the correct answer, which 
in this case is 21% PI. First, we tabulate 
the outgo and income of money as shown 
in the second column. These are then mul- 
tiplied by the proper discount factors to 
obtain the present values shown in the 
fourth column. The algebraic sum of the 
present values is zero; therefore, the PI 
is 21%. 

This result is illustrated graphically in 
Figure 5. We see that a 21% PI will dis- 
count the future income receipts of $500 
each to $406, $328, and $266, whose 
sum is $1,000, the initial investment. At 
any other PI which we might try, these 
three components would not add to the 
initial investment. Therefore, 21% is the 
only possible correct answer and is the 
PI for the problem. 


Other Considerations. In these two illus- 
trations we have assumed the cash income 
to be received in lump sums at specific 
points in time. Discount factors are also 
available to handle the more common 
situation where income is received uni- 
formly through a single year or a series 
of years. 

In addition, the two examples assume 
the correct PI at the outset to demonstrate 
the procedure as simply as possible. Usu- 
ally, of course, we have to try two or three 
different PI values and interpolate or 
extrapolate for the final answer. 

As previously mentioned, it should be 
noted that the PI method is strictly a 
cash concept. It deals with the time rela- 
tionship between cash expenditures and 
cash income over the life of the project. 
Cash income is the net between all cash 





21.1 30.0 18.2 





with payout, which is still widely used 
in many firms. In spite of its simplicity 
and a wide background of use, payout has 
two serious drawbacks. It ignores all cash 
income or expenditure after the payout 
period, and it gives equal weight to each 
cash expenditure or receipt during the 
payout period. Wherever projects have 
significant differences in life or pattern of 
cash income and outgo, payout can be 
misleading. 

This is illustrated in Table 6 which 
shows three projects, A, B, and C. The 
investment for each is $1,000 which just 
matches the total of the cash income for 
the first two years. The payout in each 
case is, therefore, exactly two years. And 
yet, the three projects are obviously not 
the same in economic quality. As com- 
pared to A, B is obviously the better since 
it yields an extra $500 in the fourth year. 
In comparison to A, project C shows a 
delay of some of the income received 
during the first two years, so that C is 
less attractive than A. As shown in the 
table, PI ranks them in this order. 

This example illustrates how PI weights 
all cash income and expenditure over the 
entire life of the project. It takes into 
account such factors as project life, varia- 
ble income pattern, delayed investment, 
salvage value, and rapid amortization. For 
this reason PI gives comparable results for 
all types of investments. In terms of eval- 
uation this is the most important advan- 
tage of PI, and it is the principal feature 
which distinguishes it from older evalua- 
tion methods which do not recognize the 
time value of money. 


HOW PI RELATES TO ACCOUNTING 
Although the discount-factor approach 
just described is quite adequate for the 


calculation of PI estimates, a deeper in- 
sight into the meaning of PI can be ob. 
tained by relating it to conventional cor. 
porate accounting. As a preliminary jt 
should be recognized that, although both 
measure business economics, PI and ac. 
counting represent two quite different 
cross sections of the total corporate enter. 
prise. This difference is illustrated jp 
Figure 6. 

The vertical dimension represents the 
total investment that goes to make up the 
firm, broken down by individual projects 
or investment decisions. The horizontal 
dimension represents a portion of the 
time spectrum, which in real life extends 
indefinitely into the future as well as 
going back to the inception of the com- 
pany. The total area on this extended time 
basis and including successive life cycles 
of individual projects, represents the total 
firm throughout its life. 


FIGURE 6 
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Corporate accounting, as epitomized by 
a company’s annual report, represents an 
annual cross section of the total firm and 
measures the current health of the enter- 
prise. It is illustrated by the black verti- 
cal rectangle. Since the time dimension is 
very short—only one year or less—the 
problem of time-weighting is not directly 
involved. 

In contrast, profitability index—or any 
investment-evaluation measure, for that 
matter—represents quite a different cross 
section. This is illustrated by the black 
horizontal rectangle. Here we are con- 
cerned with a single investment venture 
throughout its life, and the problem of 
time value of money becomes of crucial 
importance. 





Table 7 
ILLUSTRATION OF AN INVESTMENT PROPOSAL 














revenues and all cash or out-of-pocket Investment Cash Income Net Profit 
expenses, including income taxes as a Year re se $ 
cash expense. Noncash charges such as 0 100,000 
depreciation enter the picture only in 1 0 
their effect on taxes. The resulting PI, of ;: pyres 
course, is on an after-tax basis. 4 40,000 
: 5 40,000 
Scope of the PI Estimate. The scope of PI it 
can best be illustrated by comparing it TOTAL 100,000 160,000 60,000 
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These two different cross sections or 
viewpoints can be compared in terms of 
a simple illustration, as shown in Table 7. 
We will assume a single depreciable in- 
vestment of $100,000 which after a one- 
year startup delay earns an after-tax op- 
erating profit or cash income (exclusive 
of depreciation) of $40,000 each year for 
four more years, after which revenue 
ceases and the investment has no further 
value. Total net profit is $60,000, equal 
to total cash income less the investment. 

In order to determine the return on in- 
vestment, it is necessary to divide profit 
by investment on an annual basis. Al- 
though total net profit over the five-year 
period is known, annual profit is not. 
The investment to be used is even more 
obscure. Initially it was $100,000. At 
project termination it was zero. Obvi- 
ously, neither of these values is appro- 
priate. 


M 





The solution to both these problems 
lies in an examination of the situation 
throughout the! life span of the project. 
This can be approximated in terms of a 
year-by-year schedule. The key to develop- 
ing this schedule is how depreciation is 
handled—that is, the manner in which 
revenue is charged off to recover the in- 
vestment. Obviously the total deprecia- 
tion is fixed at $100,000, but the alloca- 
tion of this by years is not determined by 
the intrinsic economics of the project. 
Instead, it must be set arbitrarily. 

Conventional accounting calls for the 
allocation of the year-by-year depreciation 
charge solely on the basis of time without 
reference to income. Straight-line-depre- 
ciation would yield the schedule shown in 
Table 8. It will be seen that after the loss 
in the first year, the annual rate of return 
rises through time because a constant 
profit has been related to a declining in- 


























Table 8 
APPLICATION OF CONVENTIONAL STRAIGHT-LINE DEPRECIATION 
Cash Closing Rate of 
Flow Income Depreciation Investment Return 
Year $ $ $ $ % 
0 100,000 
1 0 —20,000 20,000 80,000 LOSS 
2 40,000 20,000 20,000 60,000 28.6 
3 40,000 20,000 20,000 40,000 40.0 
4 40,000 20,000 20,000 20,000 66.7 
5 40,000 20,000 20,000 0 200.0 
TOTAL 160,000 60,000 100,000 
AVERAGE 12,000 50,000 24.0 


Note: Rate of return shown is the ratio of income to the average of opening and closing invest- 


ments for each year. 





























Table 9 
APPLICATION OF TIME-ADJUSTED DEPRECIATION 
Cash Closing Rate of 
Flow Income Depreciation Investment Return 
Year $ $ % 
0 100,000 
1 0 17,740 —17,740 117,740 16.3 
2 40,000 17,360 22,640 95,100 16.3 
3 40,000 13,300 26,700 68,400 16.3 
4 40,000 8,590 31,410 36,990 16.3 
5 40,000 3,010 36,990 0 16.3 
TOTAL 160,000 60,000 100,000 
AVERAGE 12,000 73,650 16.3 
Table 10 
PI SOLUTION USING DISCOUNT FACTORS 
16% PI 17% PI 
Present Present 
Cash Flow Discount Value Discount Value 
Year $ Factor $ Factor $ 
0 —100,000 1.000 —100,000 1.000 —-100,000 
0-1 0 924 0 .920 0 
1-2 40,000 788 31,500 776 31,000 
2-3 40,000 .671 26,800 .655 26,200 
3-4 40,000 .572 22,900 552 22,100 
4-5 40,000 487 19,500 466 18,600 
TOTAL ie 700 — 2,100 


By interpolation, Pl = 16.3% 


Note: Year designations shown as 0-1, etc., denote uniform cash flow during the year starting 
at time 0 and ending at time 1, etc. This convention helps to insure use of the proper discount 


factors. 


vestment. Such a varying rate of return 
schedule is of little use to the decision. 
maker who must match the value of the 
project in its entirety against the cost of 
capital. Neither is the average value of 
24% adequate for the investment de. 
cision since the higher values of rate of 
return occur late in point of time and are 
less important than the earlier lower 
values. If the entire $160,000 of cash 
flow were bunched in the final year, the 
average rate of return, on this basis 
would still be 24%. 

Since the way in which accounting de. 
preciation is allocated through time does 
not change the cash flow, it follows that 
any schedule for the return of capital can 
be set up without altering the intrinsic 
value of the project itself. By taking into 
account the cash flow generated by the 
project throughout its life, a depreciation 
schedule can be developed that provides 
a constant return on investment year by 
year. Table 9 shows this depreciation 
schedule for our example. Note particu- 
larly that we have a negative value for 
depreciation during the first year. This 
situation is analogous to plowing earnings 
back into the project. 

For the usual type of investment situa- 
tion there is only one depreciation sched- 
ule that will yield a constant rate of te- 
turn through time. Likewise, there is only 
one rate of return that can be so gen- 
erated. It is the average rate of return for 
the project in its entirety that is needed 
for the investment decision. Since it is 
constant through time, there is no prob- 
lem with time-weighting. This rate of 
return is the profitability index. Thus, the 
PI for the example is 16.3%. 

It should be noted that the indicated 
closing investment, as shown in Table 9, 
represents what the investor has at stake 
in this particular project at the end of 
each year. The $100,000 is only the 
initial outlay. For a year the investment 
increases in value as the period of earn- 
ings draws closer. Thereafter the invest- 
ment is gradually recovered as the project 
is liquidated. What is done with the 
capital recovered has no bearing on the 
attractiveness of this particular project. 
The income from investing it in some 
other project is the evaluation concern of 
that other project, not of this one. 

It is possible to develop the PI estimate 
by setting up a schedule such as the one 
shown on a trial-and-error basis. Some 
companies do this; however, most com- 
panies have found it more convenient to 
use the discount-factor approach covered 
earlier in this paper. As shown in Table 
10, simple calculations using discount 
factors will give the 16.3% answer di 
rectly and with a minimum of work. 

In practice, with both depreciable and 
nondepreciable investment and with yeat- 
to-year variation in cash income, the al- 
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location of depreciation in this manner 
becomes quite irregular both in amount 
and sign. This type of depreciation is 
gldom developed as such; nevertheless, 
it is implicit in the PI calculation. And 
ifa depreciation schedule were developed 
fo maintain a constant rate of return, this 
rate of return would be the profitability 
index. 

PI also can be considered as the time- 
weighted average rate of return over the 
life of the project, regardless of what de- 
reciation schedule is used. This can be 
illustrated by reconsideration of the rate- 
of-return schedule developed by conven- 
tional straight-line-depreciation account- 
ing, as shown in Table 11. 

The first three columns of this table 
repeat the earlier calculation of annual 
rate of return using accounting data and 
lead to the 24% average value previously 
discussed. The last two columns show 
book profit and investment in terms of 
their present value at 16.3%. It will be 
sen that the ratio of average profit to 
average investment in these terms is 
16.3%, equal to the PI. In this example, 
16.3% is the only value that when used 
to derive the average present value of 
profit and investment will yield itself as 
the ratio between these two derived 
values. 

In summary, therefore, profitability in- 
dex has a basic meaning to the decision- 
maker in that it represents the effective 
average ratio over the entire life of the 
project of annual profit after provision 
for return of capital, divided by the out- 
sanding investment. In effect, it repre- 
sents an extension of the concepts of cor- 
porate accounting to cover the whole life 
span of the project under consideration in 
such a way as to recognize the time value 
of money. 


THE ROLE OF PI IN 
INVESTMENT DECISION 


So much for what the profitability in- 
dex means. Now let’s look more sharply 
at how it is used in making investment 
decisions. These decisions must be made 
in the light of the corporate profit goal. 


Just what is this profit goal specifically? 
It is not maximizing income, nor even 
maximizing return on investment. If it 
wete the former, we should strive to 
achieve every last penny of net income 
regardless of how much investment it 
takes to do it and regardless of how low 
a return we earn on that investment. In 
contrast, if maximizing return on invest- 
ment were the objective, we should select 
oily that single investment opportunity 
that affords the highest return and forego 
all others. 

Instead, the true profit goal is maximiz- 








Table 11 
TIME-WEIGHTING OF ACCOUNTING RATE OF RETURN 


Average 
Income Investment 
Year $ $ 
1 —20,000 90,000 
2 20,000 70,000 
3 20,000 50,000 
4 20,000 30,000 
5 20,000 10,000 
AVE. 12,000 50,000 


TIME-WEIGHTED 
AVERAGE 





jective, therefore, should be to undertake 
only those investments which, after con- 
sideration of all risks, promise to earn 
more than the cost of capital and to re- 
ject all those investments which are ex- 


FIGURE 7 
PROJECT ESTIMATE VS. STANDARD 





Pi ESTIMATE 


COST OF CAPITAL 


pected to earn less than the cost of 
capital. 

From this it follows that the problem 
of making an investment decision is a 
matter of testing the profits anticipated 
against the cost of capital. This is es- 
sentially a balancing operation in the 
hands of the decision-maker. 

Suppose we are confronted with a proj- 
ect that carries a PI estimate of 16%. 
Suppose further that our cost of capital is 
10%. Direct comparison of the two, as 
illustrated in Figure 7, would, of course, 
strongly favor the project. On this basis, 
there would be no doubt about accepting 
the project and making the investment. 

In actual practice, we know that the 
problem is not this simple. The decision- 
maker does much more than merely com- 
pare two numbers that are handed to him. 
He must take into account the uncer- 
tainties in the PI estimate, the possibility 
of operating failure, the prospects of pre- 


FIGURE 8 
THE ECONOMIC BALANCE 


JUDGMENT / * 











Present Value at 16.3 





Rate of 
Return Income Investment 
$ 
LOSS —18,500 83,000 
28.6 15,700 54,900 
40.0 13,300 33,300 
66.7 11,300 17,000 
200.0 9,600 4,800 
24.0 38,600 
16.3 6,280 





mature obsolescence, the sensitivity of the 
project to environmental factors such as 
product demand and pricing, and a host 
of even more intangible factors. All these 
combined go to make up the element we 
call judgment. 

In terms of our balance, judgment acts 
as a counterpoise which can either sub- 
tract from or add to the PI estimate of the 
project. This is shown in Figure 8 in 
which the judgment weighting has been 
so placed as to bring the two pans into 
balance. Instead of two components in 
the economic balance, we now have three 
—the PI estimate, the cost of capital, and 
the element of judgment. For the mar- 
ginal project, judgment just offsets the 
difference between the PI estimate and 
the cost of capital. 

From this it can be seen that the key 
question facing the decision-maker is 
whether unforeseen net adversity not pro- 
vided for in the PI estimate will be enough 
to swing the balance against the project. 
If, in the judgment of the decision-maker, 
it will not be this severe, the project 
should be accepted. The function of the 
decision-maker is to supply this judgment 
in evaluating the project. The evaluation 
is really a question of testing the eco- 
nomic balance of the project in the light 
of this judgment. 

In terms of any individual investment 
decision, the answer given by this eco- 
nomic balance is either “accept” or ‘“‘re- 
ject.” Once the project is pa: in to 
be accepted, how much better than that it 
may be is not relevant to the investment 
decision itself. This does not imply that 
the decision-maker should overlook ways 
to improve project earning power. It 
simply means that in terms of project ac- 
ceptance it is the mandate of the cost of 
capital, and not the profit goal, that is 
controlling. The profit goal relates to the 
need for unceasing effort to maximize the 
earning power of every project to be un- 
dertaken and of those operating currently. 

With the concepts of profit goal, cost 
of capital, and the economic balance in 
mind, let us return to our hypothetical 





ing income above the cost of capital in- °! ESTATE Cost OF CAPITAL = project having a PI of 16%. We know 
vested to generate that income. Our ob- that the PI estimate indicates this project 
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FIGURE 9 


CASH FLOW ATTENUATION EQUIVALENT 
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FIGURE 10 
MARGIN FOR ADVERSITIES AT 16% PI 
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to be capable of earning the cost of capital 
plus something in addition. It is this 
something extra—expressed as a differ- 
ential of 6 PI percentage points—which 
represents the driving force favoring in- 
vestment. What is the nature of this driv- 
ing force? 

Mathematically, the PI for any project 
will be reduced by six percentage points 
by reducing the cash flow schedule by 6% 
per year. Thus, cash flow at year 1 would 
be reduced to 94% of its original value, 
at year 2 the 94% squared of its original 
value, at year 3 to 94% cubed, and so on. 
Over a 20-year period the reduction 
would follow the pattern shown in Fig- 
ure 9, 

In order to apply this pattern to our 
hypothetical project, we must know its 
cash flow. For purposes of our discussion, 
we will assume constant cash flow over a 
ten-year period with no salvage value. 

Figure 10 shows the 6% attenuation 
applied to the cash flow for the 16% 
project. The total height of the bars de- 
picts, of course, the cash flow of the orig- 
inal estimate. The lower solid black por- 
tion of the bars represents a cash flow 
schedule that would yield a project PI of 
exactly 10%, just matching our assumed 
cost of capital. 

The remaining gray area of the bars 
can be considered to be the margin for 
adversities which is embodied in the orig- 
inal estimate—that is, this much of the 
predicted cash flow could be lost before 
the project would fall below the cost of 
capital. Or, if the predicted cash flow 
were actually realized, this would be the 
economic profit of the project above and 
beyond the cost of capital. 

Thus, in terms of the PI estimate it- 
self, it can be seen that the apparent eco- 
nomic profit is equivalent to the margin 
available to absorb unforeseen adversities 
in the future, considering that the cost of 
capital must be and will be met. This 
isn’t to imply that when adversity strikes 
it does so in an idealized geometric pat- 
tern. For the individual project many pos- 
sibilities exist. For the aggregate of many 
projects the geometric pattern of decay in 
real earning power appears rational, at 


least in a gross sense. Risk is a function 
of investment magnitude and time as por- 
trayed here. Expectations in the far dis- 
tant future are more uncertain than those 


. short-term. 


* * * 


Beyond the scope of this paper, there 
is much more that could be said—about 
different ways in which risk may enter 
the picture and about complications in 
the PI calculation itself. Nor is the sub- 
ject by any means a closed one, for there 
are many problems for which we do not 








know the PI answer or for which the P| 
concept may not even be applicable. As 
one proponent has wryly observed, PI is g 
slippery concept, as those who have 
worked with it closely know only too well, 

Nevertheless, when used with skill and 
understanding, PI represents a flexible 
and workable approach to investment 
evaluation. It gives comparable results 
when applied to virtually any type of op. 
erating investment within the corpora. 
tion and can take into account any quan. 
tifiable economic factors that pertain to 
the project. 

Perhaps most important from the stand. 
point of the decision-maker, PI speaks in 
a language that is compatible both with 
his considerations of judgment and with 
the cost of capital. If the investment prob. 
lem were purely analytical, other evalua- 
tion approaches might be less cumber- 
some and more straightforward than PI. 
But until the day comes when we can 
quantify intangibles and forecast the fu- 
ture with much more precision than we 
can at present, profitability index will re- 
main a powerful investment evaluation 
tool in the hands of those who have the 
responsibility for decision. 





APPENDIX TABLE A 


Discount Factors for Cash Effects Which Occur at 
a Point in Time After the Reference Point 


R x T = Pl (in per cent) X Number of years after the reference point 





RxT 0 1 2 3 4 
0 1.000 990 -980 -970 961 
10 905 896 -887 878 869 
20 819 811 -802 794 787 
30 74) .733 726 719 BA ly 4 
40 .670 -664 -657 .650 644 
50 .607 -600 594 589 583 
60 549 543 538 533 .527 
70 497 492 487 482 477 
80 449 445 -440 436 .432 
90 407 402 398 395 391 
100 368 -364 361 357 353 
110 333 -330 326 323 320 
120 301 .298 295 292 289 
130 272 .270 .267 264 262 
140 247 244 242 239 .237 
150 .223 221 219 216 .214 
160 -202 -200 198 196 .194 
170 -183 -181 179 177 175 
180 -165 -164 -162 .160 og 
190 .150 .148 -147 -145 .144 
200 135 -134 .133 131 .130 
210 122 121 -120 119 118 
220 WI 110 109 -107 -106 
230 -100 .099 .098 .097 .096 
240 091 .090 .089 .088 087 


5 6 7 8 9 
951 942 -932 -923 I14 
861 852 844 835 827 
BY fb 771 763 756 748 
705 698 691 684 677 
.638 631 -625 619 613 
SIF 571 565 560 554 
522 517 512 507 502 
472 468 -463 458 54 
427 423 419 415 All 
387 383 379 375 372 
-350 346 343 340 336 
317 313 -310 307 304 
286 -284 .281 .278 .275 
259 .257 254 252 249 
235 232 .230 .228 .225 
212 210 -208 206 .204 
.192 -190 -188 -186 -184 
174 172 -170 169 .167 
-157 156 154 -153 151 
-142 141 139 138 137 
129 sas -126 -125 124 
-116 115 .114 113 112 
105 -104 -103 -102 101 
095 .094 .093 093 092 
086 085 .085 084 .083 


Use of the above table can be illustrated in 
terms of a lump sum of cash to be received two 
years hence at a 21% PI.R X T equals 21 X 2, 
or 42, and the table shows the discount factor 
to be 0.657. The table can be extended by mul- 
tiplying discount factors; thus, the factor for 
an R X T value of 390 is equal to the product 
of the factors for 230 and 160, or one-tenth of 
.202 equals 0.0202. 

Other tables not included in this paper are 


designed to handle uniform cash flows over a 
year or more instead of lump sums. However, 
the table above can be used to approximate 
uniform yearly cash flows by averaging discount 
factors at the beginning and end of the yeat. 
Thus, at 16% PI the discount factor for the 
time period 1-2 is 0.788. The table above 
shows the 16% discount factor at year 1 to be 
0.852, and at year 2 to be 0.726; the average 
for these two is 0.789. 
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The 


Motivations 


of an 


Executive 


Today's competition 
for executive talent 
demands a 
clear under- 
standing of 
compensa- 
tion factors, 
financial or 


otherwise 


SURPRISINGLY LITTLE has been written 
about executive motivations.* A review 
of the literature uncovers only a limited 
number of articles and books on the sub- 
ject, with the academic world accounting 
for virtually all this material. 

Even a casual perusal of the available 
writings indicates that few of the authors 
have more than a nodding acquaintance 
with the decision-making process in in- 
dustry. This undoubtedly results from the 
academician’s relatively limited exposure 
to the industrial environment, but it has 
the effect of giving some of the writers’ 
conclusions an aura of unreality. For ex- 
ample, the stresses and strains involved in 
the climb up the organizational ladder 
tend to be treated in a classical vein that 
leaves much to be desired as a practical 
evaluation of executive motivations dur- 
ing this process. 

It is necessary for a reasonable under- 
standing of executive motivations to put 
financial rewards in perspective vis-a-vis 
the other motivational elements that make 
a man tick, for the value of money as an 
incentive has declined steadily with rising 
income taxes. Furthermore, the freedom of 
management to reward outstanding per- 
formance has been restricted by the in- 
creasing proportion of the total payroll 
that accrues to the individual simply be- 
cause he is an employe. The cost of fringe 
benefits (pension, vacation, sick leave, in- 
surance, etc.) has approximately trebled 
in the past 20 years. In the bellwether 
steel industry, for instance, fringe costs 
soared from 8 per cent of payroll in 1940 
to 26 per cent in 1958. In the light of 
rising taxes and restrictions on current 
financial rewards due to deferral in in- 
come, the importance of nonfinancial mo- 
tivations to the executive group has ob- 
viously increased. 

The assessment of executive motiva- 
tions made in this chapter is a personal 
one. Certainly from the psychologist’s 
viewpoint, it is unscientific. However, it 
is based on more than a decade of experi- 
ence in wrestling with industry's com- 
pensation and organization problems and 
observing top management at work. To 
this extent, it should provide a reasonable 
background of executive compensation ad- 
ministration. 

Let us recognize at the outset that some 
of the motivations discussed herein are 
environmental forces that flow from the 

* Mason Haire, one of the outstanding indus- 
trial psychologists, in the book Social Science 
Research on Business: Product and Potential 
says: ““The area of motivational studies is sur- 
prisingly lacking—the study of the motivation 
of management. . . . The emphasis on social 
and egoistic need satisfactions at work has been 
primarily on the hourly worker, as if he alone 
had the sensibilities to avoid the rigid de- 
terminism of economic motivation. . . . But 
there is virtually no work in psychology on 
prestige and status as springs of action in the 
management structure.” 


quality of leadership, for instance, or the 
characteristics of the industry. However 
it seems to me that such environmenty| 
forces are motivations, in a practical Sense, 
and should be treated as such. Further. 
more, we will be talking about individy| 
motivations as though they were separa. 
ble from one another. I doubt that they 
are. The mix of the several motivations 
varies considerably from person to person 
and may well vary widely from one time 
to another in an individual’s career. But 
each of us is probably subject to all these 
motivations to some degree at any Stage 
in our career. 

No effort is made to explore group mo. 
tivation as distinct from individual mo. 
tivation; yet the chances are that group 
motivation offers a far greater opportunity 
for future development of management 
skills. This inconsistency is more ap. 
parent than real. In the first place, we 
know so little about group motivations in 
industry that a reasonable evaluation at 
this time is impractical. More important, 
while we know quite a bit about indi- 
vidual motivations, wé probably must 
know a great deal more than we do to 
realistically study group motivations. The 
reason, of course, is that individual mo- 
tivations may well provide the founda- 
tion upon which group motivations must 
be built. 

Finally, there is a reasonable body of 
evidence that many of us are not fully 
aware of important aspects of our work 
motivations. They are frequently deeply 
hidden and extremely difficult to isolate. 
An executive may appear motivated by an 
interest in people to work in the person- 
nel department, for example, whereas the 
real reason is his fear of facing the com- 
petitive environment in a line job. On the 
other hand, there is the executive who 
says he prefers the line job because he is 
“doing things,” whereas his real reason 
may be that he prefers the repetitive na- 
ture of the problems in a selling or manv- 
facturing job to the constant need for 
thinking through problems ‘‘on his own’ 
in a staff job. 

We are not concerned here with an 
evaluation of the importance of these mo- 
tivations, for this is subject to an almost 
endless succession of variables. The ob- 
jective is to explore these motivations to 
the point of establishing that each of us 
is subject to a variety of such pressures 
that influence our on-the-job performance. 


JOB CHALLENGE 

One of the basic executive motivations 
is the challenge each of us finds in our 
work. Thorstein Veblen shrewdly termed 
this the “instinct of workmanship.” Es- 
sentially, we are motivated to do increas- 
ingly better work for the sheer satisfac- 
tion of accomplishment. 

If the effectiveness of this deep-seated 
motivation is to be maximized, however, 
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the executive must know the purpose and 
ope of his assignment. Thus if he is re- 
sonsible for sales, he should know his 
ythority over the product line, pricing, 
the selection and training of salesmen, or- 
anizing the headquarters and field sell- 
ing effort, etc. With this knowledge, he is 
in the position of the professional—the 
doctor or lawyer—to steadily improve his 
competence in the fundamentals of his 
pofesson. He is not placed in the posi- 
ion of jockeying for power with his 
tight hand while doing his job with his 
eft. (When this occurs, the chances 
strongly favor maximum effort being ex- 
unded in the power struggle, at the ex- 
se of the ‘ob itself.) 

The chief executive who refuses to use 
organization charts, for instance, because 
“they limit an executive’s interest in the 
total picture,” is undermining this potent 
motivation by making it difficult for the 
individual to understand the scope of his 
sponsibility and authority. So is the 
president who thinks it necessary ‘‘to put 
every man in business for himself.’” The 
end result, in both instances, is to unleash 
an internal power struggle. When the 
boundaries of responsibility and authority 
ue ill-defined, the power grabber takes 
oer. (Few executives would want the 
boundaries specified in a deed to their 
property equally vague!) 

Implicit in the optimum use of job 
challenge as a motivation are clearly de- 
fned job responsibilities. Enthusiasm for 
sich individual job charters has been 
somewhat dimmed by experience with 
the traditional ‘job descriptions.” These 
“descriptions” have been widely adopted 
incidental to job-evaluation programs and 
have frequently proved to be of minimal 
value. My own exposure to many such 
“scraps of paper’—as one president 
temed his company’s job descriptions— 
indicates that they have a number of 
weaknesses : 


1. They rarely recognize the critical 
dlments in the enterprise that make for 
profit or loss. 

2. They often ignore the decision-mak- 
ing and decision-influencing process. 

3. They do not discriminate between 
important and unimportant responsibil- 
ities. 

4. They rarely deal effectively with 
joint responsibilities. 

5. They have inherent difficulties in 
dealing with the changes that are essential 
{0 progress. 


These weaknesses can be rectified. And 
if this is done, not only is the job-chal- 
lenge motivation strengthened, but man- 
agement’s understanding of the economics 
of its business is normally improved in 
the process. 

_ A final word on job challenge. To max- 
imize the effectiveness of this motivation, 


an executive should not only know the 
limits of his responsibility and authority 
but he should also have a reasonable 
understanding of the quality of work ex- 
pected of him. Many an executive coasts 
along doing so-so work because his su- 
perior has set no clear-cut performance 
standards. The president of a large com- 
pany was shocked to find the management 
of a major division considered its six per 
cent return on assets to be adequate—for 
he had never told them otherwise! An 
executive should be expected to make mis- 
takes—this is critical to the learning proc- 
ess—but his boss needs to have estab- 
lished reasonably clear limits of ‘‘failure 
tolerance” in advance. 


THE SENSE OF MISSION 


An intangible motivation that is closely 
related to job challenge is the individual 
executive’s belief in the value of the 
work he is doing. The most widely rec- 
ognized example of this particular mo- 
tivation is the doctor. It is not to add to 
his income that he leaves a comfortable 
bed at 3:00 a.m. in answer to a phone 
call. He simply feels responsible for the 
well-being of his patient. The only con- 
ceivable reward for such dedication is a 
personal satisfaction of doing a supremely 
important job well. 

This sense of mission is also found in 
a well-led company and is enormously 
effective in maintaining a sharp competi- 
tive cutting edge. The late Thomas J. 
Watson, as president of IBM, provided 
his associates with the belief—that had an 
almost religious fervor—in the punched 
card’s ability to solve virtually any clerical 
problem. The effectiveness of IBM’s sales 
force in ‘‘saving” the world from being 
buried under mountains of paperwork is 
legendary, and their messianic zeal often 
left competitors numb. 

The potency of this motivation flows 
from the emotional identification of the 
individual with a worthwhile objective 
and the increased creative energy this im- 
parts to his efforts. The development of 
such an environment in an industrial 
company takes leadership of a high order. 
It requires that top management supply 
the organization with an emotional basis 
for transforming a dollar-and-cents busi- 
ness transaction into a ‘‘case,” as Thomas 
J. Watson did so effectively. 

This motivation is obviously easier to 
develop in some businesses than in others. 
The products of an ethical drug manu- 
facturer cure our aches and pains; there- 
fore executives have a built-in identifica- 
tion with improving the lot of mankind. 
The same can be said of executives mak- 
ing propellants for our missile program; 
on the quality of these propellants may 
hinge our national survival. But the top 
executives of a cosmetics company, or a 
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e ARCH PATTON, author of Men, 
Money and Motivation, published by Mc- 
Graw-Hill Book Company, Inc., New 
York, has allowed us to excerpt this illu- 
minating chapter for our readers. Mr. Pat- 
ton, who has frequently contributed to 
THE CONTROLLER, 7s a principal and di- 
rector in the Chicago office of McKinsey 
& Company, Inc., management consultants. 
He is widely known for his work in execu- 
tive incentive plans and performance ap- 
praisals as well as in the compensation 
areas of many large companies. Prior to 
joining McKinsey, he was for some years 
vice president of the Wéilbur-Suchard 
Chocolate Company and assistant to the 
president of R. Hoe & Company, Inc. 





candy manufacturer, or a toy plant are 
not so fortunate. They have to develop 
the basis for this motivation from scratch, 
using imaginative leadership as their prin- 
cipal tool. 

Outstanding leadership can build be- 
lief in the value of work into some rather 
improbable situations. My first job inter- 
view after completing school was with 
the sales vice president of a company that 
the employment agency said “manufac- 
tured games.”” In my discussion with this 
man it became evident that the com- 
pany’s products were primarily crooked 
dice, marked cards, and electrically con- 
trolled roulette tables for the professional 
gambling fraternity. 

Sensing my reluctance to give the prof- 
fered job serious consideration, the vice 
president said, “Someone is going to 
make equipment for the gamblers, and 
we're the largest manufacturers in the 
field because we make the best damn 
crooked dice, cards, and roulette wheels 
in the business.’’ He sincerely believed in 
his own work, though it might appear 
offbeat to me. His boss, the owner of the 
business, had done a good job of develop- 
ing a “sense of mission,’ however mis- 
guided his efforts. 

The need for the individual to believe 
in his work occasionally creates some 
problems. Many a corporate research 
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function has lost a prized researcher to 
the teaching profession because he felt 
uncomfortable in what he regarded as a 
“commercial’’ environment. In many such 
instances, the university job paid sub- 
stantially less than the company labora- 
tory. 

A somewhat similar situation crops up 
when a staff man feels the need to prove 
that he can handle line seapcuaiaaliay. 
Many management consultants, for ex- 
ample, take jobs running client companies 
for reasons that can seldom be explained 
by any increase in income they can mp i 
It is usually a more subtle desire to do 
more than advise, to wield the authority 
of decision rather than the authority of 
ideas. 


JOBS-STATUS SYMBOLS 


Status has been a powerful motivation 
for centuries in the church and military, 
not to mention the government. The in- 
tensity of the struggle among the early 
princes of middle Europe to become Pope, 
the jockeying among England’s nobility 
to be First Lord of the Admiralty, and 
the weaith sag in political cam- 
paigns in an effort to become an ambassa- 
dor to some important country all attest 
the potency of this aspect of status as a 
motivation. 

However, industry has recognized this 
motivation only in comparatively recent 


years. Prior to the Civil War, for ex- 
ample, titles such as executive vice presi- 
dent, vice president, general manager, 
and director of research were rarely if 
ever used. The owner ran his own busi- 
ness with little managerial help; hence 
there were few chances to develop job- 
status symbols. 

The growing complexity of industry, 
however, provided this opportunity. In- 
deed, the inflation in job-status symbols 
in recent decades may well have exceeded 
that occurring in compensation. The ad- 
vent of the executive airplane, the coun- 
try club membership, the luxurious office, 
the “executive” secretary, and similar 
accoutrements of status evolved a sort of 
Parkinson’s law all their own! 

Status motivation has many facets. For 
example, a young executive may be mo- 
tivated to strive for a promotion that 
carries eligibility in the executive bonus 
plan more because of the status satisfac- 
tion implicit in becoming “a member of 
management” than the financial rewards 
that also accrue. More than one company 
loses much of the impact of this power- 
ful motivation by not letting lower- 
echelon executives know where bonus- 
plan eligibility begins in the organization 
structure. What a man does not know 
about, he cannot aspire to! 

Promotion offers a dual motivation— 
financial reward and status—that is often 


COPING: 
IT MAY GET HARDER BEFORE IT GETS EASIER 


Two recent speakers have taken a hard look at the pro- 
liferation of management technology—chiefly computer 
technology—and quotably wondered where it will all end. 
Speaking before the National Association of Accountants, 
Owen Smith, first vice president of the Statistical Tabulat- 
ing Corporation, expressed horror at the mass of detail 
which passes over the desks of managers and direly pointed 
out that ‘‘we have now in electronic computers the literal 
ability xot to swamp, but to bury a manager.” 

Andrews M. Lang, director of programs at the American 
Management Association Academy, put the problem in 
similar terms, but philosophically foresaw the possibility of 
a happy ending: ‘“[When] our technological civilization 
forces us to cope with problems of a complexity undreamed 


of 100 years ago. . 


. how can simple, old-fashioned man 


cope with . . . his environment? 

“The answer lies in man’s ability to create devices and 
techniques that simplify. Only so long as man’s simplifying 
activities keep pace with his complicating activities will he 
be able, in the long run, to cope.” 





poorly utilized. Thus when a vice presi. 
dent-manufacturing retires, for instance 
and his successor immediately inherits 
the vice presidential title, top Manage. 
ment has lost an opportunity to keep up 
the motivational pressure on the indj- 
vidual. The two-stage promotional process 
is effectively used by many companies as 
a “complacency deterrent”; the vice pres. 
idential title is conferred only after the 
promotee has proved himself on the job. 
The individual promotion also has 
company-wide motivational implications 
of great importance. For example, when 
a young executive of high competence is 
promoted over the head of a senior execy. 
tive with a so-so performance record, 
other executives are quick to recognize 
the message: Performance will be te. 
warded in this company. On the other 
hand, a chief executive who promotes the 
sO-so senior executive in such a situation 
can talk about performance until he is 
blue in the face; his actions speak so 
loudly that his words are not heard. 
Many companies have been slow to 
fully accept status as a motivational ele. 
ment. For example, the railroad and steel 
industries have what is called a “chief 
clerk.” This job generally carries reasona- 
bly important responsibilities; yet the 
status implicit in the title is hopelessly 
negative and impinges on the quality of 
men willing to take the job. A similar 
anachronism is the title ‘general man- 
ager” for’a man directing the efforts of 
some 25,000 or more people. Such a job 
is much bigger than the title indicates. 


THE QUALITY OF LEADERSHIP 


One of the most important executive 
motivations is the urge to achieve leader- 
ship. This inner drive compels a man to 
scramble up the organizational ladder, 
often at the expense of his fellows, his 
family, and even his own health. 

The leadership motivation, however, is 
a frail flame. It burns brightly in many a 
young executive on the lower rungs of 
the executive ladder but flickers and, all 
too frequently, dies under the increasing 
buffetings of competition on the higher 
rungs. The stronger the flame, of course, 
the greater its chances of survival. 

But many a flame has been snuffed out 
on the lower rungs by poor leadership 
higher up. For example, a promising 
young executive turned down a promo- 
tional opportunity involving transfer be- 
cause of the probable consequences of the 
change on the health of his little daugh- 
ter. This ruined his future chances in this 
particular company, and he has gradually 
settled into a rut far below his capacities. 
Another executive, with limited expeti- 
ence but great ambition, was made man- 
ager of a relatively small division. Ill- 
equipped for the job and receiving no 
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idance from top management, his mis- 
takes cost the company over $7 million in 
less than three years. This flame was ex- 
tinguished by exposure to the gale winds 
of profit responsibility without the nec- 
essary protection of experience. 

Thus there is another aspect of leader- 
ship that has important motivational 
values; the quality of the leadership it- 
gif. Since men have repeatedly shown 
their willingness to follow a leader to 
virtually certain death, the quality of 
leadership must of necessity provide the 
most powerful of motivations. To be 
sure, an unwillingness to break with the 
disciplines of the group may be a factor 
in emotional exuberances such as the 
charge of the light brigade, but it is un- 
realistic to discount the great influence of 
thedeader on individual behavior for this 
reason. 

Ralph Waldo Emerson expressed this 
leadership credo in a sentence in his essay 
on self-reliance that every chief executive 
would do well to have framed in large 
pe on his desk; “An institution is the 
lengthened shadow of one man.” 

The top man sets the pattern for the 
group. If he is competitive, profit-con- 
scious, aggressive, and an innovator, these 
qualities will usually be present among 
his subordinates. If they are not, such a 
leader eventually will find someone who 
does have these characteristics as a fe- 
placement. By the same token, if the chief 
executive is tolerant of poor results, La 
tects” weak executives, makes expedient 
decisions, and does not work very hard 
himself, company environment will re- 
flect his image. 

What are the principal elements of 
leadership that provide motivation for the 
led? The answer to this question will vary 
with the experiences of the respondent, 
but the applicability of these leadership 
characteristics should be reasonably con- 
sistent in all manner of situations. 

One of the critical responsibilities of 
leadership is establishing goals and seeing 
to it that they are attained. These goals 
tun the gamut from work habits (such 
as getting to work on time), to acquiring 
acompany that rounds out a product line, 
to upgrading the quality of employes. The 
executive who does not know what is ex- 
pected of him frequently sets easily at- 
tained—hence less productive—goals for 
himself. The leader who sets specific goals 
—be they qualitative or quantitative—is 
likely to get better results. Similarly, 
targets that ‘‘stretch’”’ the capacity of the 
individual have higher motivational val- 
ues than those permitting a more relaxed 
effort. 

The setting of high goals and high per- 
formance standards is consistent with an- 
other key motivational element: the will 
to excel. The ‘‘four-minute mile’’ became 
teality only when Roger Bannister, a good 


LET THE BOARD MEMBER BEWARE! 


Recent happenings entailing conflict of interest should 
“alert outside directors to the need to be aware of the per- 
tinent codes and policies of the companies on whose boards 
they sit,’’ says Henry Ford II, chairman of the board of 
Ford Motor Company. “Normally,” he said, ‘‘the outside 
director has only a broad picture of the business and cannot 
be completely familiar with the day-to-day operating details. 
But, when serious improprieties occur, all companies, whole 
industries and individuals, whether legally responsible or 
not, suffer the consequences of an inflamed and properly 


outraged public opinion.” 


Mr. Ford said that during the past 20 years business 
learned that ‘‘however legal and proper its actions, to act in 
terms of profit and loss alone was not quite good enough. 
Something more was required—a positive awareness of 
national goals and objectives, social as well as economic, 
and an effort to make its actions conform as much as possi- 
ble with the prevailing tides of public opinion.” 
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miler, had to prove he was a great miler 
to win a race—and in so doing broke the 
four-minute barrier for the first time. 


A COMPETITIVE ENVIRONMENT 


The lash of competition is also effective 
as a developer of outstanding perform- 
ance in the etal world. There can be 
little question that executives develop 
faster and more solidly in an environment 
that encourages the full utilization of an 
individual’s capacity. Certain industries 
lend themselves to the development of 
such competitive environment. However, 
the most competitive companies in any 
industry generally have a highly competi- 
tive chief executive. In effect, his organ- 
ization is “the lengthened shadow” of 
himself—the leader. 

The public utility industry is essentially 
noncompetitive, and the environment of 
many utilities reflects this condition. How- 
ever, a number of companies have devel- 
oped highly competitive internal relation- 
ships despite this handicap. The president 
of one of this latter group of companies 
has accomplished this by pitting the two 
major segments in his company against 
one another. Each unit knows the sales, 
construction, and maintenance costs, prof- 
its, etc., of the other. The ‘low man’’ is 
constantly being prodded to do better by 
every means at the disposal of the chief 
executive. Another president, having no 
major units to provide competition for 
each other, has devised ingenious statisti- 
cal yardsticks on a regional basis to ac- 
complish the same result. He uses these 
to whip up competitive efforts between 
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regions to increase sales and reduce costs, 
with the result that the company record 
is consistently better than that of sim- 
ilarly situated utilities. 

Many companies undermine their com- 
petitive environment by directly or indi- 
rectly setting up ‘crown princes” who 
receive preference in promotions. This 
sometimes results from having one ex- 
ecutive vice president, or one assistant 
sales manager, or some other one-over- 
one reporting relationship that automati- 
cally results in the promotion to a higher 
job. What happens when this condition 
prevails broadly within a company, of 
course, is that the incentive for other 
executives—the “non-crown princes’’—to 
make the all-out effort to fit themselves 
for the job in question is weakened. This, 
in turn, dulls the sharp cutting edge of 
the will to perform at peak capacity. 

Recognizing this problem, many com- 
panies organize their activities so that 
there will be several candidates available 
for each promotional opportunity, when 
this is possible. If the corollary principle 
is also applied—that every promotion will 
go to the best qualified candidate—the 
executive ‘‘stretching’’ process goes on at 
all levels in the organization. 

One of a leader's key responsibilities is 
to encourage his followers. This simple, 
but highly effective, instrument of leader- 
ship is widely ignored. A pat on the back 
at the right moment has a magic all its 
own. With this in mind, the army permits 
spot promotions in the field for heroic 
performance, and the navy has its own 
laconic “well done’’ for the most daring 
of exploits. (Continued on page 507) 
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DON'T SPEND °5,000 
OR MORE A MONTH 
ON DATA PROCESSING 
WITHOUT TAKING 

A GOOD LOOK AT 


HONEYWELL 400 


ELECTRONIC DATA PROCESSING SYSTEM 
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Honeywell 400 slashes unit costs Honeywell 
400 can complete a 10,000 man payroll in less than 
2 hours, update a file of 200,000 insurance policy 
records in 17 minutes, sort 10,000 50-character items 
in less than four minutes. Performance of this 
caliber at the modest cost of a Honeywell 400 brings 
an entirely new perspective to data processing. 
You’ll do more work with less equipment. You’ll 
store records more compactly, receive reports more 
quickly, make decisions more confidently. 


Honeywell 400 reduces the cost of accuracy 
Do you find that correcting errors costs you time, 
money, good will? Most EDP systems will help 
you catch errors — but Honeywell systems can 
also correct errors automatically, without human 
intervention. This unique feature is called Ortho- 
tronic Control. 


Honeywell 400 doubles-up on many jobs 
Here’s another important advantage you won’t 
find on other systems in the Honeywell 400 price 
range. Information can flow into Honeywell 400 
from external sources while a typical daily data 
processing operation is proceeding at full speed. 
As an example: one magnetic tape unit can be 
reading and another writing, while the high-speed 
printer is printing, and the Honeywell 400 can still 
accept full-time telephonic transmission of data 
from a remote location. 


Investigate before you buy Many manufactur- 
ing, service, and government organizations that 
have taken a hard look at the whole field of EDP 
and evaluated and compared Honeywell systems 
against others in their classes, have chosen 
Honeywell. It is interesting to note that so many 
of these are the leaders in their industries. 

If you’re thinking of replacing your outgrown 
punched-card or overburdened electronic data 
processing equipment, you owe it to your company 
to find out what Honeywell 400 can do. A brief 
talk withone of our sales representatives may tell 
you just what you want to know. Call or write 
Honeywell EDP Division, Wellesley Hills 81, Mass. Or 
Honeywell Controls Limited, Toronto 17, Ontario. 


Honeywell 
Clestiouie Data. Processing 


CHOICE OF DISCRIMINATING USERS 


Honeywell EDP systems have already been evaluated and chosen by 
leading companies in a wide variety of industries: banks, railroads, 
communications, public utilities, insurance companies, advertising 
agencies, automobile makers, steel fabricators, tire manufacturers, 
government agencies, research organizations, food processors. Your 
company should be on this growing list. 
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e FRANK S. CAPON, C.A. is a director 
and vice-president of Du Pont of Canada 
Limited and a member of the Institute of 
Chartered Accountants of Quebec. Active 
in accounting affairs for many years he 
has just completed a two-year term on the 
Council of the Quebec Institute. He is 
currently serving as chairman of the board 
of Controllers Institute, following his term 
as president, 1960-1961, being the first 
Canadian to be elected to that position. 
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The controller's knowledge of accounting gives hima 
unique responsibility in the area of public relations 


OUR WAY OF LIFE in the free world is 
being challenged as never before, not 
only by foreign forces but also by those 
of our own people who take exception 
to the principles of the free-enterprise 
system. This system, the very root of 
which is the profit motive, is surely the 
one fundamental basis for our achieving 
the highest living standard ever attained 
by any community in the history of man- 
kind. It seems strange indeed that a sys- 
tem which can show such demonstrable 
benefits should in fact be in danger of 
overthrow by inferior systems, but un- 
fortunately the defence of the system is 
complex, difficult to explain and difficult 
for a majority of our people to compre- 
hend. 

When a community or nation is at- 
tacked by foreign military forces the is- 
sues are clear, and it musters to its de- 
fence the military institutions (army, navy 
and air force) which it has established 
for this purpose. The attack against our 
way of life is no less real, and as a com- 
munity we must muster the appropriate 
institutions to its defence. In this in- 
stance, the accounting profession is one 
of the institutions that should assume its 
proper responsibility for defending our 
way of life against socialists and others 
who would remove its very root, the 
profit-incentive, free-enterprise system. 
The discussion of this thesis may be crys- 
tallized in the following five postulates: 


Profits are essential to our way of life. 

People do not understand profits. 

Accountants determine profits and there- 
fore understand them. 

Profits must be explained to all people. 

Therefore accountants must explain 
profits. 


PROFITS ESSENTIAL 


Profits are essential to our way of life. 
That is a high-sounding phrase, and it is 
stoutly denied by our very vocal and 
plausible socialists. The majority of the 
world’s people, and probably the majority 
of Canadians, would disagree with the 
statement were they asked it as a direct 
question. Is it true? Just what does it 
mean? What is the function of profits 
that is so important to our way of life? 

From the beginning of recorded his- 
tory various civilizations or communities 
have tried different economic philoso- 
phies. Absolute monarchies placed total 
national wealth in the hands of the king, 
who handed out what he considered nec- 
essary to his people. The feudal system 
left virtually all property in the hands of 


the nobility but guaranteed a subsistence 
living for the serfs. Various forms of s0. 
cialism, communism and fascism have 
placed a full economic power in the 
hands of government, originally a freely 
elected government but inevitably degen. 
erating into a self-perpetuating power 
clique in virtually every case. On the 
other hand, there is the free-enterprise ap- 
proach, supervised by governments freely 
elected under universal suffrage and tein. 
forced with freedom of speech, freedom 
of assembly and freedom of thought in 
all matters. 

Having seen all these systems in operg- 
tion, what can we see of their results? 
There is only one possible conclusion, 
Free enterprise has demonstrably outper- 
formed all other systems in providing by 
far the highest living standards for the 
mass of its people. People living in capi- 
talist countries have higher living stand- 
ards and enjoy infinitely more freedom 
than have people living under any other 
system in recorded history. These are not 
pious statements; they are demonstrable 
facts, clear and on the record. Why is it 
so? Because the incentives offered to in- 
dividual men and women under the free 
enterprise system are more effective than 
the incentives offered by any other sys- 
tem. These incentives are complex, and 
an entire volume or set of volumes could 
be written on them. However, in a capi- 
talist economy, the sum total of the in- 
centives can be wrapped up under one 
heading ‘“‘profits.” In the foal analysis, 
virtually all the economic decisions— 
those that affect our living standards, our 
wage rates, our competitive status in 
world markets—are determined by profit 
considerations. Thus it is possible to rec- 
ognize profit as the very cornerstone of 
the free-enterprise system. In so doing, 
we must, of course, recognize that prof 
is never an end in itself; rather, it is a 
compensation for some efforts expended, 
a reward which was anticipated in the 
rendering of the effort or service. 


FEATURE OF FREE ENTERPRISE ONLY 


The profit incentive of the individual, 
in the form of salaries or wages, a share 
of crops, etc., operates under virtually 
every economic system, but the profit mo- 
tive in business transactions is fully de- 
veloped only under free-enterprise capi- 
talism. The right to put money to work 
to earn a return is a corollary to the right 
to own private capital. Under communism 
or socialism the citizen does not own 
capital and is not concerned with putting 
it to work; that is the job of government! 
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But those of the free world who own 
capital, in even the smallest amounts, are 
free to invest it or to lend it to others in 
return for a profit or fee. We may lend 
it to government to build public works, 
and receive interest. We may lend it to 
corporations in the form of mortgages or 
bonds and receive something more than 
the government bond interest rate be- 
cause there is a greater risk that a corpora- 
tion may default. Or we may take the real 
risk of putting it into equity stock, either 
buying shares in companies or even form- 
ing our own businesses. In this case, we 
expect dividends (or profits) somewhat 
higher than any bond interest rate be- 
cause we run the risk of losing our capital 
if the business does not prosper. 

Thus the urge to earn a return causes 

ple to strive to accumulate capital and 
to employ it, and the chance of worth- 
while profit makes them take the risks 
which bring about new businesses, new 
products, great advances in living stand- 
atds and in material happiness. Why does 
this not happen under a socialist planned 
economy? It is because government, be- 
ing inanimate, is not moved by incentives. 
Only people can enjoy the fruits of en- 
terprise. Slave labour can be employed to 
accomplish great tasks. Slaves built the 
pyramids, enslaved captives built most of 
the Roman roads and manned the great 
galleys. A country such as Russia, which 
had scarcely subsistence living standards 
at the time of the Communist revolution, 
can raise those standards materially and 
fairly quickly with planned economic 
drives backed up with armed police and 
gestapo control of the activities of all its 
people. But as those standards rise, the 
capitalist motive of incentive begins to 
raise its head. Education had to be im- 
proved, to teachers were paid salaries 
higher than those of almost any other 
profession. Once living standards in Rus- 
sia get well above subsistence levels, 
people will start to accumulate capital in 
one form or another, legally or illegally. 
Only an incentive system will then suc- 
ceed in employing this capital to raise the 
living standards further to meet those of 
the Free World. Enterprise alone can 
achieve what the inanimate force of gov- 
etnment will not achieve through control 
and regulation. 


MYSTERY OF PROFITS 


People do not understand profits. This 
second postulate sounds absurd when we 
tealize that the benefits of our profit sys- 
tem surround us everywhere, and also 
that so vast a proportion of our people 
ae capitalists in their capacities as share- 
holders, bond holders, mortgages, life 
insurance policy holders, bank depositors 
and so forth. Yet, to a horrifying per- 
centage of our people “profit” is a dirty 
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word. It is a word that can draw out all 
the eloquent fire of our socialist orators 
and intellectuals, our union leaders, and 
often our politicians who seek always to 
place onto inanimate corporations the 
blame for personal shortcomings and fail- 
ures. ‘‘Profit is earned by the sweat of the 
brow of the underpaid worker,” they 
screech, never pointing out that the said 
worker is better paid under the profit 
system than under any system about which 
they happen to be preaching. 

Why, then, are profits not understood? 
Primarily, most people are just too busy 
to stop to think about such mundane mat- 
ters. They are too busy working to earn 
more, or watching TV, reading books, 
going skiing, playing bridge, or any one 
of a thousand more interesting activities 
than trying to understand profits. As liv- 
ing standards rise, people have more time 
for self-indulgence and pleasure, becom- 
ing less concerned with the unpleasant 
and burdensome worries of economic and 
political crises. So it was in the decline 
and fall of the Roman Empire and of all 
prior civilizations. The “have nots” will 
always be more aggressive than the 
“haves” simply because they must fight 
for subsistence, and obviously their target 
must be those whose living is far above 
subsistence. 


we 





The attack against our way of life is 
infinitely more insidious than that faced 
by the Romans, because it is an attack by 
words rather than arms, aimed at those 
of us who are ignorant of the facts, and 
often directed by our own “thought lead- 
ers.’ Many of the statements decrying 
capitalism sound so logical to our masses. 
When they hear or read the critical blasts 
against the profit system, they are all too 
prone to listen and agree because on the 
surface these criticisms are very plausible. 
Furthermore, because profit is not an end 
in itself, an understanding of profit must 
depend on an understanding of the true 
composition of profit and the forces or 
transactions which result in profit. All 
this sounds so complex as to be beyond 
the comprehension of most people. But is 
this really so? 


HOW REVENUES CAN BE INCREASED 


The fundamental workings of the profit 
system are simple and easily explained. 
How do companies make profits, and 
what are the effects of profits on the peo- 
ple as a whole? Profit is the difference 
between revenue and costs. To increase 
profit, either revenue must go up or costs 
must go down. Let us look first at the 
ways of increasing revenue. 

(Continued on next page) 





THE EXPECTATION OF PROFITS 


The earning of a profit is the spark which ignites and 
sustains our individual and free enterprise system. The 
search for profit is the main reason why pepole devote 
their time, their strength, their talents, their brain power, 
and their money to any business endeavor. For they know 
that when profits cease, their jobs are apt to cease also. 

The expectation of profits provides business with the 
incentive to produce and sell to the American people what 
they want, when they want it, and where they want it. 
You'll notice I said the expectation of profits, for profits 
are not always realized. Indeed, red ink may occasionally 
be found on the books of some of our best run companies. 
But when losses do occur, the American businessman 
doesn’t need some central government bureau to tell him 
what to do. He knows what’s wrong or he finds out in a 
hurry. And if he wants to stay in business, he takes steps 
immediately to correct whatever is wrong. 

Profits, then are not an end in themselves. They are im- 
portant only because they make possible the things a free 
people want . . . not only tailfins and television sets, but 
better homes, better schools, improved highways, and sci- 
entific and medical research which makes life longer, 
fuller, richer. 

—G. KEITH FuNSTON, president of 
the New York Stock Exchange 
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Selling prices can be increased, but 
competition both at home and abroad 
makes this difficult. It is easier to strive 
for increased sales, and this can be done 
by reducing selling prices. If a sufficient 
extra volume can be achieved through a 
price reduction, the public benefits in two 
ways: it gets the goods for less and there 
is greater employment. This is, of course, 
how our big gains in living standards 
have been made; the drive for higher 
total profits in a competitive economy is 
through lower, not higher, selling A 

Sales can be increased through offering 
new products. Money is invested in re- 
search, and brand new products are of- 
fered to the people to make living more 
enjoyable. There is a great risk that re- 
search costs will be lost and that nothing 
will come from this effort, so there must 
be a chance of good profit for successful 
research or money will not be spent in 
this way. Yet it is always the public that 
benefits from a new product. 

Sales revenue can be increased by gain- 
ing business from competitors, and this 
can only mean by reducing prices or by 
offering more quality or more service at 
the same price. Thus, once again, the pub- 
lic gains because of the urge for profit. 

In a competitive economy the only sure 
condition under which profits can be in- 
creased by raising selling prices is where 
there is a monopoly or a price-fixing 
agreement. But we have laws against 
such abuses, and our history has shown 
that our government employes have been 
more zealous in enforcing these laws than 
almost any other. 


HOW COSTS CAN BE CUT 


Moving to the alternative of reducing 
costs, we find another group of possible 
actions for increasing profits. The big 
cost item is usually salaries and wages, 
and we can reduce these either by cutting 
pay rates or reducing staff. Pay rates, like 
selling prices, are set by competition, and 
companies that do not meet the market 
price will not attract good employes. The 
number of employes is dictated by the 
volume of work and the processes used, 
and a reduction in staff can be accom- 
plished only by improving processes. 
Thus there is a constant effort to reduce 





salary and wage costs by improving proc- 
esses, which is always converted eventu- 
ally into lower prices to customers. ““This 
makes unemployment,” scream the union 
heads. Such a claim is demonstrably un- 
true, for efficiency makes more employ- 
ment as living standards rise, and our en- 
tire history can be used to prove the point. 

Raw materials are another important 
item in cost, and there is a constant effort 
to buy from cheaper suppliers, develop 
new sources, reduce costs so as to make 
it possible to reduce the selling price of 
the product and increase profit through 
increasing the volume of business. 

The profit motive is commonly used in 
another important way. The responsibil- 
ity of decision-making in the free-enter- 
ptise system rests on management. Man- 
agers make the decisions which result in 
profit or loss, and the profit theory re- 
quires that managers share in profits in 
order to give them an incentive to in- 
crease profits. Most companies have some 
form of incentive remuneration for man- 
agers, and statistics show that managers 
are better paid in the more profitable 
companies than in the less profitable. 
Fundamentally, the job of top manage- 
ment is planning for profit—it spends its 
entire time searching for ways and means 
of increasing profits through expanding 
sales, improving efficiency, introducing 
new ons and branching out into 
new ventures. Its success always brings 
more employment, more goods at lower 
prices and better living for our people. 


ACCOUNTANTS AS INTERPRETERS 


Accountants determine profits and there- 
fore understand them. This is, of course, 
manifestly true. The main function of 
accountants, to which all other functions 
are ancillary, is the recording and match- 
ing of costs and revenues so as to arrive 
at the results from operations for the 
period. To match costs and revenues ac- 
curately, the accountant must understand 
the nature of each item or transaction. 
He must understand the interrelationship 
of business transactions and be able to 
measure the result of each management 
decision so that management in turn can 
check the validity of its planning. Of all 
the special skills used in business below 





ONE OUT OF FIVE 


In an effort to extend the benefits of our growing econ- 
omy to more and more employes, last year, one out of five 
companies whose shares are listed on the New York Stock 
Exchange offered stock acquisition plans developed ex- 
pressly for general employes. More than 1.6 million gen- 
eral employes—roughly half of those eligible—were in- 
vesting in stock of the companies they worked for. 


the top management level, only the ac. 
countant is trained to understand the fe. 
sults and effects of every transaction, to 
group them into meaningful units, and to 
draw up reports on the effectiveness of 
each plant, each department or each func. 
tion. He alone must be absolutely factual 
and objective. We expect colour from 
salesmen, optimism from research scien. 
tists, low-cost estimates from production 
men, but we must have uncoloured facts 
from accountants if the decisions which 
must be based on these facts are to be 
sound. Of all the special groups or pro. 
fessions, accountants must have a com. 
plete understanding of the components of 
profit and its effects. 

Profits must be explained to all people. 
Because of the countless ways in which 
business profits affect our lives, and be. 
cause profits have in fact given us our 
high living standards, it is vital that they 
be understood and defended. The attack 
against profits is heavy and continuous, 
and it is developing rapidly into a war of 
economic slavery against freedom. Those 
who understand the issues can not stand 
idly by and let the battle go by default, 
If our people understand how profits 
work, they will never be fooled by the 
anti-profit propaganda. But they do not 
understand, and there is all too little time 
left to convince them, for the anti-profit 
forces are gaining ground rapidly. 


RESPONSIBILITY OF ACCOUNTANTS 


Therefore accountants must explain 
profits. Thus we come to the last pos- 
tulate. Only those who understand can 
explain. On accountants falls the heavy 
responsibility for telling the profit story, 
using every communication means we 
have. We must devise financial statements 
that are something more than technical 
work sheets. We must find ways of show- 
ing conclusively who benefits from selling 
price changes, increased dividend ates, 
increased efficiency, lower labour costs, 
advertising, research, tariff protection, 
corporation income tax and all the other 
components of profit. We must take the 
offensive against those who rant against 
profit, particularly those in our own coun- 
try such as labour leaders, politicians, in- 
tellectuals and socialists. We must tell the 
other side of the story and make it so 
interesting that people will listen, make 
it so clear that they must understand. If 
we are the only profession that really un- 
derstands profits, we have a professional 
responsibility to uphold our free-enter- 
prise system and all the other freedoms 
which depend upon it. 





* This article was reprinted with permission 
from the 50th Anniversary issue of the Cana 
dian Chartered Accountant (the July 1961 issue). 
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How xerographic 
master-making equipment 
can make your own 
duplicating department 
pay off 


with remarkable savings in time and money, and without capital investment 


Hundreds of business firms now find it profitable 
to set up their own offset duplicating depart- 
ments. For example: 


A national refiner is saving $1,500 a 
month, an airline $1,000. A small insur- 
ance company is ahead $6,000 a year, 
a steel firm*$250,000. An instrument 
manufacturer is saving $700 a month, 
an aeronautics firm $82,000 a year. 


What accounts for such substantial savings in 
do-it-yourself paperwork duplicating? The ap- 
plication of xerography—the clean, fast, dry, 
electrostatic copying process—to the preparation 
of offset paper masters. 


You get longer runs from each master with 
xerographic master-making equipment, and you 
can use any master material. So there’s a sub- 
stantial saving not only in dollars, but in time. 


You get high quality masters that give you 
hundreds—even thousands—of sharp, clear run- 
off copies—enlarged, reduced, or size-to-size. 
Moreover, a new improved xerographic plate 
provides an inexpensive substitute for film nega- 


XEROX CORPORATION (formerly Haloid 
Xerox Inc.), 61-130X Haloid St., Rochester 
3, N. Y. Branch offices in principal cities. 
Overseas: Rank-Xerox Ltd., London. 


tives that enables you to reproduce any original 
—even halftones, photographs, or solid areas. 
No darkroom is needed. 


You have no capital investment. Xerographic 
master-making equipment can be installed at a 
modest monthly rental, cancellable on 15 days’ 
notice, for any reason whatever. 

You'll save the rental charge many times over 
in reduced paperwork duplicating costs. Even if 
your volume is low, you'll find it pays to install 
xerographic equipment because of our unique 
Pay-As-You-Copy rental plan. 

Companies now maintaining their own offset 
duplicating departments (and this includes 
many of America’s most progressive companies, 
large and small) enjoy other benefits in addition 
to the substantial savings. Better control of work, 
faster reproduction, and—because offset paper 
masters are prepared on xerographic master- 
making equipment—finer quality of end product. 

Why not let our representative conduct a free 
feasibility study on the application of xerographic 
equipment to your paperwork duplicating prob- 
lems. Write today and we'll see that he calls 
you for an appointment. No obligation, of course. 


XEKOX 


CORPORATION 








HOW TO FIND TIME TO THINK 















MOST EXECUTIVES recognize the crucial, 
long-range problems that will affect the 
future growth of their companies. They 
know how to handle them, too. Their knot- 
tiest problem is to find the t#me to tackle 
them after grappling with a daily host of 
routine problems. 





AN IBM MANAGEMENT OPERATING SYSTEM (MOS 











tool, you can program an IBM computer to colle 
and analyze business information and to initiate x. 
tion on predictable questions involving inventory 
reordering, shipping, production scheduling. Thg 
system will automatically print out exception r. 
ports when executive action is required. 











activities. 







IBM data processing can help you Inventory control—keep in- Production scheduling—gear Shipping—automatically 
handle the daily routine involved ventory at an economical it accurately to needs indi- print out orders as needed. 
in manufacturing, marketing, level during slack as well as cated by current and pro- 

financing—and integrate all these peak periods. jected sales. 











tically 


eded. 











»poWvING YOU SUCCINCT REPORTS, based on 


YOU DON’T HAVE TO GO ALL THE WAY with computer 
management control, all at once. IBM’s broad line 
of equipment lets you start with a modest system 
and expand it as your need grows. The Surgical 
Products Division of American Cyanamid, Clark 
Equipment Company, Cramer Controls Corpora- 
tion, American Bosch Arma Corporation are among 
the companies that are solving problems with the 
help of IBM Management Operating Systems. 








DATA PROCESSING 
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Industry 


Round 
Tables Planned 















































At the 1961 annual conference of Controllers Institute 
of America, to be held November 5-8 in Chicago, 20 sepa- 
rate industry groups will meet in concurrent round-table 
sessions. The meetings, which will be held on November 6, 
represent a concept in effect for many years at Institute 
conferences—that of providing an occasion for informal 
discussion by financial executives of concerns and inter- 
ests which they hold in common in their own. particular 
industry. Although the sessions are designed for the bene- 
fu of those in specific industries, each is open to anyone 


who attends the conference. 


I 


APPAREL. The chairman and vice chair- 
man of this round-table group—J. F. 
O’Crowley, Jr., controller, Munsingwear, 
Inc., and Stanley Stein, vice president- 
finance, Manhattan Shirt Company—have 
arranged a program featuring four speak- 
ers: John A. Curry, controller, Daytons, 
on “A Department Store Controller Looks 
at Manufacturing”; W. H. Swenson, as- 
sistant controller, Munsingwear, Inc., on 
“A Look at Computers—Facts and Fancy”; 
Henry G. Lykken, Jr., group controller, 
Minneapolis-Honeywell Regulator Com- 
pany, on “Are We Missing the Boat by 
Trying To Run Companies With Too Much 
Information and Too Little Action?”; and 
a speaker yet to be announced on “A 
Controller's Appraisal of Branch Geo- 
graphical Warehouses.” 


2 


BANKING AND INVESTMENT. Determi- 
nation and Application of Bank Costs” 
will be discussed by a panel made up of 
Arthur P. Ringler, senior vice president, 
Chemical Bank New York Trust Com- 
pany; William K. Phelan, vice president 
and comptroller, Lincoln Rochester Trust 
Company; and Stanley E. Shirk, partner, 
Peat, Marwick, Mitchell and Company. 
Merle E. Gilliand, vice president and 
comptroller, Pittsburgh National Bank, 
and Frank Forester, Jr., vice president, 
Morgan Guaranty Trust Company of New 
York, are respectively chairman and vice 
chairman of the group. 


3 


CEMENT. Chairman Paul Duncan, vice 
president, Marquette Cement Manufac- 








turing Company, and Vice Chairman 
Ralph F. Rau, treasurer, Missouri Port- 
land Cement Company, have scheduled 
talks on “Latest Percentage Depletion De- 
velopments,” “Uniform Accounting Within 
the Industry,” and “Long-Range Planning 
for a Cement Company.” The speakers 
will be Robert W. Fort, vice president-fi- 
nance, Medusa Portland Cement Com- 
pany; Harold L. Irick, treasurer, Louisville 
Cement Company; and Vice Chairman 


Rau. 
Z| 


CHEMICAL, PAINT AND ALLIED PROD- 
UCTS. The program will feature speeches 
by F. B. Sobieralski, partner, Cresap, Mc- 
Cormick & Paget, speaking on “New 
Budgeting Techniques”; Donald R. Hib- 
bert, controller and assistant treasurer, 
Wyandotte Chemicals Corporation and 
Norman Oxley, associate comptroller, Al- 
lied Chemical Corporation, on “Monthly 
Financial Statements, Meaningful or 
Meaningless?” The chairman, Norman 
Miller, controller, Atlas Powder Com- 
pany, and the vice chairman, Mr. Oxley, 
have also planned a 30-minute polling 
session—questions by members in attend- 
ance to be commented on by all others in 


the group. 
ob 


DRUGS AND COSMETICS. The chairman 
is Allen B. Faux, treasurer, Pittman-Moore 
Company Division, Dow Chemical Co.; 
the vice chairman, Vincent L. Fisher, con- 
troller, Merck Sharp & Dohme Divi- 
sion, Merck & Co. Inc. Speakers will be 
C. M. Benson, controller, the Upjohn 
Company, on a topic to be announced, 


and Leslie W. Garner, comptroller, Rich. 
ardson-Merrell Inc., on “What Is the 
Controller’s Role in Establishing Adver. 
tising Budgets and Their Subsequent Con. 


trol?” 
as 


ELECTRICAL MANUFACTURING. William 
E. Gallagher, controller, Bussmann Manu. 
facturing Division, McGraw-Edison Com. 
pany, will discuss “Some Problems in the 
Control of Research and Development 
Expense”; Henry P. Schott, manager-f. 
nance, Receiving Tube Department, Gen. 
eral Electric Company, “Some Problems 
in the Pricing of Products from the Con. 
troller’s Standpoint”; Ernest A. Weber. 
ling, corporate controller and assistant 
secretary, Controls Company of America, 
“Some Problems in the Allocation of 
Corporate Home-Office Expense in aq 
Multidivision Company”; and George In- 
gram, Jr., vice president-finance and 
chief financial officer, Raytheon Company, 
“Some Problems in the Control of Ad- 
ministrative and Clerical Expense.” John 
C. C. Byrne, vice president-finance, Rob- 
ertshaw-Fulton Controls Company, and 
John C. Borden, vice president and comp- 
troller, Cutler-Hammer, Inc., are chairman 
and vice chairman, respectively. 


7q 


FIRE AND CASUALTY INSURANCE. Her- 
bert F. Walton, vice president, Allstate 
Insurance Company, is the chairman; 
“The Internal Revenue Code As It Affects 
Loss Reserves” is the main topic of the 
program which he has arranged. Speakers 
will be announced later. 


FOODS, BEVERAGES, AND ALLIED 
PRODUCTS. The speaker will be Harry 
O. Mayer, director, Management Advi- 
sory Services Department, Price Water- 
house, commenting on “Direct Costing.” 
Chairman Charles E. Ehrhardt, assistant 
controller, Anheuser-Busch, Inc., and 
*Vice Chairman John J. Barranger, vice 
president-treasurer, Stephen F. Whitman 
& Son, Inc., have also arranged for the 
participation of Henry Gunders, partner, 
Price Waterhouse, in a discussion of sub- 
jects raised by members of the group. 


9 


GENERAL MANUFACTURING. The pro- 
gram will deal with Operations Research 
and will feature Ralph Lewis, Arthur 
Young & Company, as speaker. Harold 
L. Gebike, secretary-treasurer, Electro Re- 
fractories and Abrasives Corporation, is 
chairman of the group. 
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10 


LIFE INSURANCE. Chairman Robert C. 
Johnson, comptroller, Union Central Life 
Insurance Company, and Vice Chairman 
M. C. Ledden, vice president and treas- 
urer, the Lincoln National Life Insurance 
Company, have planned a program which 
will feature three speakers. James P. 
Moore, Jr., vice president and comptrol- 
ler, the Mutual Benefit Life Insurance 
Company, will discuss “The Value and 
Use of Clerical Work Standards and 
Measurements in Controllership”; Wesley 
§. Bagby, comptroller, Pacific Mutual 
Life Insurance Company, “The Effect of 
Integrated Data Processing on Home Of- 
fice Departmental Organization”; and 
William S. York, second vice president, 
Metropolitan Life Insurance Company, 
“Management Controls and Indicators in 
a Life Insurance Company.” 


ll 


MACHINERY MANUFACTURING. A 
speaker yet to be announced will discuss 
‘The Control of Research and Develop- 
ment Costs.” Robert R. Neilson, control- 
ler, Morgan Construction Company, is 
chairman of the group and Arthur Snyder, 
Jr, assistant controller and manager of 
data processing, Norton Company, is vice 


chairman. 
12 


MARKETING. Norman Jaspan, Investiga- 
tions, Inc., will speak on “The Era of the 
Dishonest Dollar.” The chairman is Vin- 
cent T. Lorimer, controller, Erickson Pe- 
troleum Corporation. 


13 


METALS MANUFACTURING. The speak- 
ers, B. A. Colbert, director of Manage- 
ment Advisory Services, Price Water- 
house, and John S. Ross, production and 
material control manager, A. O. Smith 
Corporation, will discuss ‘Clerical Cost 
Reduction” and “Application of EDP and 
Telecontrol to Production Reporting.” 
Chairman and vice chairman, respectively, 
ate C. Wesley Rowles, Jr., controller, 
Armco Steel Corporation, and O. R. Egan, 
comptroller, Inland Steel Company. 


14 


MINING AND EXECUTIVE. Following the 
talk of Thomas E. Jenks, partner, Lee, 
Toomey & Kent, on “The Impact of In- 
come Tax Changes on the Industry,” a 
discussion will be led by Arthur M. 
Hayes, assistant manager, Tax Depart- 
ment, Standard Oil Company (New Jer- 
sey), and by Paul J. Breglia, assistant tax 
manager, American Smelting & Refining 
Company. Howard L. Goodenough, comp- 
troller, American Smelting & Refining 


Company, is chairman; Harry W. Kull, 
assistant comptroller, Standard Oil Com- 
pany (New Jersey), the vice chairman. 


15 


OFFICE EQUIPMENT. Chairman Paul H. 
Elicker, vice president and _ treasurer, 
Smith-Corona Marchant Inc., and Vice 
Chairman Donald L. Schroder, secretary 
and controller, Victor Adding Machine 
Company, have arranged a program which 
will assess “What Financial Institutions 
Expect from the Controller.” The speakers 
will be James Leonard, Lehman Brothers ; 
Charles Newlin, vice president, Conti- 
nental Illinois National Bank & Trust 
Company; and another who is yet to be 


announced. 
16 


PAPER PRODUCTS. “Timber Operations— 
Practices and Control” is the program 
topic; J. A. Segur, vice president and 
treasurer, Riegel Paper Corporation, will 
be the speaker. The program has been ar- 
ranged by Chairman E. W. Weston, secre- 
tary and treasurer, the Weston Paper and 
Manufacturing Company, and Vice Chair- 
man Carl M. Blumenschein, vice president 
and controller, Container Corporation of 


pene. 
| 17 


PRINTING AND PUBLISHING. Chairman 
Allan C. Hicks, corporate controller, R. R. 
Donnelley and Sons Company, and Vice 
Chairman George E. Rilling, regional 
controller, the Reuben H. Donnelley Cor- 
poration, have scheduled a panel discus- 
sion on “Providing Management With 
Effective Tools for (1) Return on Invest- 
ment, (2) Budgeting and Forecasting, 
and (3) Selecting and Training Potential 
Managers.” Speakers will be announced 
later. 


AAA Elects 1962 Officers 


Ray C. Dein, University of Nebraska, 
was elected president of the American 
Accounting Association at the recent con- 
vention held at Austin, Texas. Those who 
will serve with the president are: Presi- 
dent-elect: Walter G. Kell, Syracuse Uni- 
versity; Vice presidents: R. J. Canning, 
General Electric Company; W. E. Dicker- 
son, Ohio State University (associate 
member of Controllers Institute); A. J. 
Penz, University of Alabama; and H. F. 
Stettler, University of Kansas. The post 
of secretary-treasurer will be held by Paul 
H. Walgenbach, University of Wisconsin ; 
the editor will be Lawrence L. Vance, 
University of California, Berkeley; and 
Samuel R. Hepworth, University of Mich- 
igan, will be director of research. 





13 


PUBLIC UTILITIES. Marvin Chandler, pres- 
ident, Northern Illinois Gas Company, 
will discuss “Current Trends in Utility 
Financing”; Donald F. MacEachern and 
F, Warren Brooks, respectively chief ac- 
countant and financial vice president, 
American Telephone & Telegraph Com- 
pany, will comment on the question “Can 
Depreciation Be Capital’s Guardian Un- 
der Inflation?” W. Bernard Thulin, comp- 
troller, the Chesapeake & Potomac Tele- 
phone Company of Virginia, is chairman 
of the group; Luke V. Patrick, controller, 
Transcontinental Gas Pipe Line Corpora- 
tion, is the vice chairman. 


19 


TEXTILE. The program arranged by Chair- 
man R. R. Roberts, treasurer, Fieldcrest 
Mills, Inc., will feature H. B. McCoy, 
president, Trade Relations Council, as 
speaker on the action being taken by the 
present Administration to improve the 
industry. It will also include a panel. dis- 
cussion on “Relief from Imports and Sub- 
sidies, and Other Opportunities for Im- 
proving Profits in the Textile Industry.” 


20 


TRANSPORTATION. Chairman Robert A. 
Sauer, vice president and controller, REA 
Express, and Vice Chairman William R. 
Divine, comptroller, Southern Railway 
System, will lead a panel discussion on 
depreciation as it applies to the transpor- 
tation industry and on the status at the 
time of the conference of legislation con- 
nected with depreciation. In addition, 
Irving M. Exter, research analyst, REA 
Express, and Thomas O. McConnell, stat- 
istician, Southern Railway System, will 
speak of “Application of Sampling.” 








* Robert E. Pfenning, comptroller of General Elec- 
tric Company, New York (left) and A. B. Carson, 
president of the American Accounting Association, 
at the recent convention held at Austin, Texas. Mr. 
Pfenning spoke on the subject of ‘Business Infor- 
mation Systems.” 
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EADING jf 


THE REPORT 
OF THE COMMISSION 
ON MONEY AND CREDIT 


This is a descriptive summary, rather 
than a critical analysis, of the Report of 
the Commission on Money and Credit 
which was published by Prentice-Hall, 
Inc., on July 7, 1961. Frazar B. Wilde, 
chairman of the Commission, states in 
the Preface that, ‘No member of the 
Commission, whether or not he has writ- 
ten or joined in footnotes, endorses per- 
sonally every specific proposal in its en- 
tirety or concurs fully with every statement 
in the supporting analysis, but all approve 
the major substance of the report and 
urge careful consideration of its interre- 
lated recommendations.” Few readers will 
agree with all the conclusions and rec- 
ommendations in the report, but a critical 
analysis of those parts with which fault is 
found would require more space than is 
available for this review. 

The Commission on Money and Credit 
was established in 1958 as an independ- 
ent organization by the Committee for 
Economic Development for the purpose 
of making a comprehensive study of the 
public and private monetary and financial 
institutions of the United States. It was 
directed to study the broad general prob- 
lems as it saw fit and to make recom- 
mendations on what changes, if any, 
should be made. 

The study was financed by $1.3 million 
supplied by the Ford Foundation, the 
Merrill Foundation, and the Committee 
for Economic Development. The back- 
ground work is reported to have included 
109 research studies by individual schol- 
ars, in addition to special reports by the 
Federal Reserve System, the United States 
Treasury, and 12 leading financial trade or- 
ganizations. It has been emphasized that, 
“There were no restrictions by the sup- 
porters as to the scope and methods of 
work, or as to the judgments reached.” 

It would be difficult to bring together ‘a 
“diverse group of American citizens” 
composed of better qualified representa- 
tives of business, finance, labor, govern- 
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ment, and the professions than those who 
had a part in the preparation of this re- 
port. Those invited to serve on the Com- 
mission were carefully chosen by the 
Committee on Economic Development 
with the advice of a 10-man Selection 
Committee of distinguished scholars and 
educators with Dr. Robert D. Calkins, 
president of Brookings Institute, as its 
chairman. The 25 men finally selected to 
form the Commission had proved their 
abilities beyond question in their respec- 
tive areas. Frazar B. Wilde, chairman of 
the Board of Connecticut General Life 
Insurance Company, was chosen chairman 
of the Commission. They were assisted by 
an able staff of scholars headed by Dr. 
Bertrand Fox, Harvard Professor of Busi- 
ness Administration, as research director. 
The Commission had the counsel of an 
Advisory Board of 13 well-known econ- 
omists and educators. 

The study, which took three years and 
benefited from the various contributions 
of hundreds of people, had been con- 
densed into 282 pages of analyses and 
conclusions including approximately 80 
specific recommendations. 

In addition to the Preface by the chair- 
man, and the Introduction setting forth 
the nature of the recommendations, the 
report is divided into chapters on Na- 
tional Economic Goals, Monetary Policy, 
The Public Debt, Fiscal Policy, Private 
Financial Institutions, Federal Credit Pro- 
grams, International Monetary Relations, 
The Choice and Combination of Policy 
Instruments, and Organization and Coor- 
dination for National Economic Goals. 

It is stated in the Preface by Mr. Wilde 
that the report is deliberately short for the 
purpose of gaining more readers. Other 
statements in the Preface are pertinent. 
“The reader will no doubt gain the im- 
pression that this report stresses particu- 
larly the significance of government in 


REVTEWED BY 





e JAMES W. DAVAULT, profes- 
sor of Accounting, College of Busi- 
ness Administration, University of 
Florida, Gainesville, Fla. Mr. Da- 
Vault is a member of Controllers 
Institute; and a graduate (MS. 
and Ph.D.) Columbia University. 


our affairs, using the term ‘government’ 
in its broadest sense. This is natural since 
the subject of the Commission’s work js 
the responsibility of government institu. 
tions in promoting the success of our 
economy. . . . What is emphasized js 
the important and vital complementary 
role of government in helping a relatively 
free society do a better job. . . . A fun- 
damental and basic element in this report 
is the recommendation that the help ox 
government in its various phases requires 
more liaison between the different instity- 
tions involved and more coordination, 
. . . Although the Commission is con- 
cerned with the attainment of our na- 
tional goals, it recommends no precise 
and specific formula for this purpose.” 

In the Introduction, attention is called 
to the great historical events and eco- 
nomic changes which have taken place 
since the Aldrich study in 1908 leading 
to the establishment of the Federal Sys- 
tem in 1913. These include two world 
wars, the great depression, and periods of 
unprecedented prosperity. 

The nation has become more indus- 
trialized and urban. The industrial and 
labor structure has changed with new 
methods of production and an increased 
capital investment. The people enjoy a 
much higher standard of living resulting 
from a more than twofold increase in real 
product per capita and a fourfold growth 
of the gross national product in real 
terms. The United States has assumed the 
responsibilities of a world power, includ- 
ing help to less fortunate nations and de- 
fense for the Free World. Our financial 
system now influences and must be te- 
sponsive to conditions abroad. There have 
been great changes in the relationship be- 
tween the public and private spheres of 
our economy. 

In discussing the nature of the recom- 
mendations, “The Commission  recog- 
nizes clearly the limitations of what a 
study such as this can accomplish. . . . 
The Commission has been mindful that 
monetary and credit policies and measures 
are not ends in themselves. . . . For the 
most part the recommendations propose 
either structural and institutional changes 
designed to contribute to the more effec- 
tive functioning of the economy or pro- 
pose broad guides for specific policy deci- 
sions. The recommendations are 
based on the fundamental assumption that 
the economy will continue to be largely a 
private enterprise economy. . . . The 
Commission believes, however, that both 
private enterprise and government have 
major and complementary roles to play 
in achieving national objectives, and that 
neither one nor the other can do the 
whole job. . . . In the private sector, the 
recommendations aim largely at changes 
designed to stimulate the forces of enter- 
prise and competition by relaxing the con- 
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straints imposed by too restrictive gov- 
ernment regulation by eliminating specific 
controls that distort the workings of the 
market mechanism, and by creating an 
environment conducive to growth.” 


National Economic Goals 


“Our monetary, credit, and fiscal pol- 
icies and the instruments and institutions 
through which they operate must be so 
designed that they can make an essential 
contribution in the decades ahead to the 
improvement of our standards of living 
through simultaneously achieving /ow 
levels of unemployment, an adequate rate 
of economic growth, and reasonable price 
stability. And the more successful we are 
in achieving these goals, the better able 
we will be to achieve our most funda- 
mental goals: to enhance the freedom 
and dignity of our citizens, indeed of free 
men everywhere, and to ensure the sur- 
vival of our country and its system of 
government.” 

The three goals stated above ‘must be 
sought in the context of other important 
national objectives which necessarily im- 
pose constraints on their — These 
include the provision of adequate na- 
tional security, the maintenance of harmo- 
nious international economic relations, and 
contributions to economic development 
abroad. 

“The Commission holds that a desir- 
able degree of economic freedom and 
reliance on the market mechanism for the 
allocation of products and resources is a 
continuing national objective. At the 
same time it recognizes the role of gov- 
emmment in providing proper degree of 
useful goods and services and of appro- 
ptiate coordinating and regulatory func- 
tions... . A primary duty of govern- 
ment is to provide an appropriate climate 
and set of conditions to enable private 
enterprise to meet our economic needs 
through a competitive market system to 
the maximum extent practicable. . . . It 
is the function of government to ensure 
among other things that competition is 
effective, operates fairly, and functions 
with adequate protection to the consumer.” 

In discussing the central goals, the re- 
port takes up reasonable price stability 
first. ““The Commission’s concern with 
reasonable price stability is directed pri- 
marily to the avoidance of sustained, 
moderate increases in the general price 
level and of rapid increases even of lim- 
ited duration. . . . Few believe that such 
an (disastrous or uncontrolled)* infla- 





* Words in parenthesis supplied by the writer. 
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tion is a real threat to this country. No 
explosive inflationary situations have oc- 
curred without reckless behavior of gov- 
ernments through extremely rapid crea- 
tion of money. There is every reason to 
presume that the Federal Government 
will avoid the kind of excesses that lead 
to galloping inflation.” 

After discussing the meaning, measure- 
ment, and causes of inflation, the report 
describes the postwar experience and sup- 
plies three price index charts to illustrate 
various price trends. 

As to the prospects for future price 
movements, four favorable and four un- 
favorable factors are presented. On the 
favorable side, “Our knowledge about 
stabilization techniques is substantially 
greater than it was a quarter of a century 
ago. . . . Plant capacity is a much less 
limiting factor in relation to the supply 
of goods than it was before 1956... . 
Foreign competition has become much 
more effective than it was in earlier years. 
. . . The abnormally high ratios of liquid 
assets to income and the very low ratios 
of consumer and business debt which 
pa at the end of the war have now 

een restored to more usual levels.” 

Sources of difficulties for achieving 
price stability in the future are: ‘‘The 
United States has an announced national 
policy of maintaining high-level produc- 
tion and employment. Success in achiev- 
ing this objective operates to prevent se- 
vere depressions, which formerly brought 
price declines as an offset to the price 
increases in periods of strong demand. 
Prices and wages are rigid against down- 
ward movements. . . . There is a tend- 
ency for productivity increases to be shared 
among employes and employers through 
higher incomes rather than with the con- 
sumer through lower prices. . . . Pay- 
ments for services are an increasingly im- 








portant part of consumer spending and 
now account for more than one third of 
the expenditures recorded in the Con- 
sumer Price Index.” 

The Commission prefers to use the 
phrase, “low levels of unemployment.” 
“There are two main reasons for the con- 
tinuous concern with unemployment. One 
is its direct effect upon those who are un- 
employed; the second is its effect upon 
total output and its rate of growth.” 

The report discusses the meaning, 
measurement, causes, and record of un- 
employment. “‘A disturbing feature of 
recent years is that the rate of unemploy- 
ment, after the last two recessions, has 
not fallen back to the lower levels pre- 
ceding the recessions.’ This is accom- 
panied by “‘an increasing average dura- 
tion of unemployment in recent years and 
an increasing proportion of the unem- 
ployed experiencing longer periods of 
unemployment.” 

There is always some unemployment. 
“The Commission believes that an ap- 
propriate target for low-level unemploy- 
ment to use as a guide for monetary, 
credit, and fiscal measures is one some- 
where near the point where the number 
of unfilled vacancies is about the same 
as the number of unemployed.” 

As to the future prospects, “The un- 
employment problem ahead is formida- 
ble.” Two factors present difficulties. 
These are the sharp increase in the ex- 
pected rate of growth of the labor force 
during the sixties and the pace of tech- 
nological change. 

“Among the factors on the favorable 
side are the stated responsibility of gov- 
ernment embodied in the Employment 
Act, greater knowledge of stabilization 
techniques, increased training programs 
in industry to develop the new skills re- 
quired, increased government interest in 
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education and training, . . . improved in. 
formation programs on job availabilities, 
and some increased mobility of workers,” 

The report states that economic growth 
is a major American objective. ‘Although 
not satisfied with recent rates of growth, 
the Commission does not recommend the 
establishment of any specific rate of 
growth as a target.” 

The report discusses the meaning, 
measurement, determinants, and record 
of growth, and supplies a chart showing 
trends of GNP per manhour, GNP per 
capita, and Real Gross National Product 
from 1889 to 1960. GNP of the United 
States economy in 1960 was nearly 10 
times as much as in 1890. “Output per 
manhour increased about five times . . . 
and output per capita rose about three and 
one-half times.” 

As to prospective growth, a high level 
of research and development expenditures 
will be required to maintain a high rate 
of development of new products and new 
techniques. The Commission did not 
make an independent estimate of the 
growth rate for the decade ahead; but, 
“It appears reasonable to expect a growth 
rate of real GNP averaging somewhere 
between 314 and 44 per cent per year.” 

The section on National Economic 
Goals is brought to a close with a dis- 
cussion of the relationships among the 
three goals. ‘‘Both general considerations 
and the empirical evidence lead to two 
conclusions. First, there is no basis for 
believing that inflation is needed to stimu- 
late growth. Second, although every in- 
flation does not lead to a speculative boom 
which collapses into a major depression, 
the risk of collapse is sufficiently real that 
we must strive to avoid the inflation. . . . 

“The Commission concludes that all 
three goals—an adequate rate of economic 
growth, low levels of unemployment, and 
reasonable price stability—can be achieved 
simultaneously, and that they are funda- 
mentally compatible if we do not ie 
the impossible for each. While conflicts 
may arise under certain conditions be- 
tween reasonable price stability and low 
levels of unemployment there are no 
conflicts between low levels of unemploy- 
ment and economic growth, and between 
reasonable price stability and an adequate 
rate of economic growth. Moreover, 
monetary, credit, and fiscal measures to 
influence the level of demand are es- 
sential ingredients for the attainment of 
these goals, even though not sufficient by 
themselves. Both labor and management 
must cooperate to make our enterprise 
system work effectively. Other govern- 
ment measures are required to supplement 
monetary, credit, and fiscal measures.” 

After having agreed upon low levels 
of unemployment, an adequate rate of 
economic growth, and reasonable price 
stability as national economic goals, the 
Commission made an extensive study of 
our monetary and credit institutions and 
policies to determine their influence upon 
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jobs, prices, and growth. The great 
mount of research and background work 
is so condensed that no further condensa- 
tion of summary can substitute for a care- 
ful reading of the report. Some of the 
observations, conclusions, and recommen- 
dations will be presented. 


Monetary Policy 


The Commission discusses the eco- 
nomic effects of monetary policy, includ- 
ing effects on nonbank lending, spenders, 
expenditures, and volume. 

“Control over conditions governing the 
quantity of money is inevitable in a 
modern industrial society. . . . Monetary 
policy is directly concerned with the pro- 
vision of money, defined to include cur- 
rency and demand deposits at commercial 
banks. In the United States, monetary 
policy is essentially Federal Reserve pol- 
iy. . - - Changes in the degree of re- 
straint or ease in monetary policy have 
an effect on the total flow of expenditures 
and in turn on output, employment, and 
prices. 

“The Commission urges that the aver- 
age rate of growth of the money supply 
should be consistent with the continued 
maintenance of high employment at stable 
prices and adequate economic growth, but 
it recognizes that it may be appropriate 
for the money supply to grow more or 
less rapidly than the output of the econ- 
omy at high employment.” 

The Federal Reserve has three major 
instruments of general monetary control. 
They are the power to buy and sell se- 
curities in the open market, the power to 
fx discount rates and ‘“‘regulate other 
conditions of member bank borrowing,” 
and the power to change the reserve re- 
quirements of member banks. The Com- 
mission recommends the retention of 
these, but “believes that the power to 
change reserve requirements should be 
used only sparingly and favors major re- 
liance on the use of open market opera- 
tions for counter-cyclical adjustment. . . . 

“The Federal Reserve has direct con- 
trol over the reserve position of the 6,000 
commercial banks which are members of 
the System, although its influence is felt 
through the entire credit market.” The 
problems created by the existence of about 
7,000 nonmember commercial banks led 
the Commission to recommend ‘that all 
insured commercial banks should be re- 
quired to become members of the Fed- 
etal Reserve System.” However, ‘“‘the 
evidence, for either cyclical or secular 
periods, does not support a case for an 
extension of direct monetary controls 
over nonbank financial intermediaries.” 

The principal “‘concern about con- 
sumer credit and particularly installment 
credit is that it is a source of cyclical in- 
stability. . . . In spite of the large in- 
(tease in outstanding consumer credit in 
the postwar period, the evidence does not 
Suggest that consumers, in the aggregate, 
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are now overburdened with debt, al- 
though specific families may be.” 

After discussing the present structure 
of the Federal Reserve System and the 
distribution of power, the Commission 
made some recommendations on its or- 
ganization which deserve notice. ‘The 
FRB should consist of five members, 
with overlapping 10-year terms, one ex- 
piring each odd-numbered year; members 
should be eligible for reappointment. 
... The FRB chairman and vice chairman 
should be designated by the President 
from among the Board’s membership, to 
serve for four-year terms coterminous 
with the President’s. The FRB 
chairman should be the chief executive 
officer of the Board, empowered to handle 
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administrative matters.’ The Commission 
believes these, along with other recom- 
mendations, would better coordinate the 
Federal Reserve System with the Govern- 
ment’s economic policies. 

Among other recommendations, occu- 
pations and geographical qualifications of 
Board members should be eliminated in 
lieu of “positive qualifications of experi- 
ence or education, competence, inde- 
pendence, and objectivity.” Salaries of 
top governmental officials should be 
sharply increased. ‘‘The present statutory 
Federal Advisory Council should be re- 
placed by an advisory council of 12 
members appointed by the Board from 
nominees presented by the boards of di- 
rectors of the Federal Reserve Banks. 
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. . . The law should formally constitute 
the 1Z Federal Reserve Bank presidents 
as a conference of Federal Reserve Bank 
presidents, to meet at least four times a 
year with the Board.” 

The determination of open-market pol- 
icies, the discount rate, and reserve re- 
quirements should be vested in the Board 
with the advice of the 12 Federal Reserve 
Bank presidents. 

“The Commission recommends that the 
present form of capital stock of the Fed- 
eral Reserve Banks should be retired. In- 
stead, membership in the System should 
be evidenced by a nonearning certificate 
of, say, $500, the same for each member 
bank.” 

The chapter on Monetary Policy is 
brought to a close with a plea for more 
prompt and complete reports to the public 
on major policy decisions and actions. 


The Public Debt 


This section of the report deals with 
the economic effects of the public debt 
and the relationship between debt man- 
agement and monetary policy. 

Two tables are presented showing the 
composition of the direct and guaranteed 
debt of the Federal Government and the 
net public and private debt in relation to 
gross national product. 

As to the economic effects of the debt, 
“The Commission concludes that none 


of the difficulties posed by the existing 
debt is so great as to justify giving 
priority to a policy of debt reduction if 
such a policy would interfere with a 
stabilizing fiscal policy... . The debt 
should be permitted to fluctuate in re- 
sponse to the policies required for eco- 
nomic stability and growth.” 

After some discussion of the nature, 
function, and problems of debt manage- 
ment, the Commission recommends that 
the Treasury give prompt attention to 
achieving a more balanced maturity dis- 
tribution of the debt. “The Commission 
concludes that sound debt management 
requires that we arrest the shortening of 
the outstanding publicly held marketable 
debt which has occurred since the end of 
World War II. The Treasury should 
pursue a program which, over a period of 
time, would lead to a.more balanced ma- 
turity structure for the debt. . . . Once 
the shortening of the debt structure is 
arrested, management of the marketable 
debt can and should make some contribu- 
tion to stabilizing the level of economic 
activity. However, the primary responsi- 
bility for achieving this objective must be 
borne by monetary and fiscal policy.” 

Monetary and debt-management policy 
should be formulated and executed in 
close harmony, but “The Commission 
does not favor so drastic a method as con- 
solidation of the Treasury and the Federal 
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Reserve as a means of coordinating debt. 
management and monetary policy. . . . 

“The Commission favors broadening 
the range of discretionary debt-manage. 
ment authority exercised by the executive 
branch of the Federal Government, Spe- 
cifically, it recommends the abolition of 
the debt limit, the elimination of the 
interest-rate ceiling, and the same tax 
treatment for reofterings as for outstand- 
ing securities.” 


Fiscal Policy 


“In its most general sense, fiscal policy 
deals with the effects of changes in the 
level of government receipts and expendi- 
tures and with the changes in the budget 
deficit or surplus on economic activity. 


“The federal budget has served as a 
useful stabilizing force in the economy. 
In part, this force is exerted through 
automatic changes in tax receipts and 
transfer payments as incomes rise and fall. 
In part, it is the result of deliberate 
changes in tax and expenditure programs. 
The combination of automatic and dis- 
cretionary budget forces has generated 
surpluses in prosperity and deficits in 
recession. The surpluses were helpful in 
restraining inflation and the deficits in 
cushioning recession and aiding recovery. 
But neither the size nor the timing of 
fiscal policy changes has been appropriate 
to the movement of the business cycle. 


“The Commission examined a variety 
of changes in the existing tax structure 
aimed at increasing its strength as an 
automatic stabilizer and came to the con- 
clusion that no changes in the tax struc- 
ture that would result in substantial gains 
for automatic stabilization are feasible.” 
But, ‘a promising approach that merits 
detailed investigation is formula flexibil- 
ity wherein changes in the first-bracket 
rate of the personal income tax would be 
made automatically in response to changes 
in appropriate economic indicators.” 

The report favors some changes in the 
present structure of unemployment in- 
surance as an aid to automatic stabilizers. 
Among them, the present benefit level is 
too low in view of the increase in current 
wage rates. Eligibility periods might be 
lengthened; the ceiling on covered wages 
should be raised; and, a revision of the 
experience rating should be considered. 

The Commission made some recom- 
mendations on the use of public ex- 
penditures for counter-cyclical purposes. 
“There should be more adequate plan- 
ning of postponable projects. . . . To 
combat a recession a high ratio of spend- 
ing in the early period relative to subse- 
quent periods would be favorable. . - 
Changes in planning and budgeting tech- 
niques would help to make expenditure 
policy more flexible. . . . Efforts should 
be made to provide incentives for state 
and local governments to modify their 
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lic expenditure programs in a counter- | 
qelical direction.” 

The chapter is brought to a close with 
a restatement of the Commission’s main 
conclusions and recommendations. ‘‘Tech- 
nical progress has been a major source of 
economic growth in the past and public 

licy has made a major contribution to 
the growth of research in the past decade. 
Vigorous policies to promote technical 
progress should be encouraged. At the 
same time programs need to be developed 
to share the costs of adjusting to technical 
change. 

“Looking ahead, high priority should 
be given to budgetary provision for basic 
research and the training of research 
talent. Such aid should be placed on a 
sustained basis, and it should play a key | 
role in the Government’s contribution to | 
higher education.” 





Private Financial Institutions 


There are many kinds of privately or- | 
ganized financial institutions serving as 
intermediaries between savers and _ bor- 
rowers. The list includes commercial | 
banks, mutual savings banks, savings and | 
Joan associations, credit unions, mortgage 
and loan companies, life and other in- | 
surance companies, pension funds, invest- | 
ment companies, personal trust depart- 
ments, and security dealers. A table is 
provided showing the distribution of as- 
sets among these in the years 1900, 1929, | 
1945, and 1958. Private pension funds | 
and investment companies did not appear | 
in the list until 1929, and credit unions | 
until 1945. Assets held by these institu- 
tions total more than $600 billion. 

Public regulation of financial institu- 
tions, aimed at safeguarding the interests 
of all parties concerned, is not new. They 
are subject in one way or another to either 
or both state and federal laws. 

The Commission generally favors a 
gradual reduction of restrictions on the 
investments which these companies can 
make, mainly in the interest of greater 
mobility of funds and a wider range of 
services. 

One list of recommendations, intended 
to promote economic growth and stability, 
apply specifically to commercial banks and 
thrift institutions. Among these, savings | 
institutions should be permitted to ac- 
quire a wider range of suitable long-term 
debt instruments, and “commercial banks 
should be allowed the same flexibility in 
investing their savings and time deposits.” 
They should be allowed to operate over 
a wider geographical area. While favor- 
ing the continuation of restrictions on 
equity investments, ‘commercial banks, in 
the investment of their savings and time 
deposits, savings banks, and savings and 
loan associations should all enjoy the 
least burdensome restriction which is com- 
monly available to any one of them.” 

Other recommendations would make 
federal charters available for mutual sav- 
ings banks, greater branching privileges 
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practical benefits realized in each case. 
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Management, Massachusetts Institute of 
Technology, Cambridge, Mass. . . . Leon- 
ard W. Swanson, Manager, Administrative 
s Services, Arthur Andersen & Co., Chicago, 
chicago lll. . . . John D. Pardee, Arthur Andersen 


& Co., Chicago, Ill. (Moderator). 
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Jay W. Glasmann, Ivins, Phillips and Barker, 
Washington, D. C. (formerly head of the 
Legal Advisory Staff, Secretary of the Treas- 
ury), will speak on the present status of tax 
legislation. 
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Donald A. Potter, Stewart-Warner Corpora- 
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pany, Chicago. 


THE ECONOMY and the SECURITY MARKET 
Paul A. Conley, Vice President, Blyth and 
Co., Inc., New York, will talk about the 
present state of the economy with particular 
reference to the security market. 


ALSG GPEAMING: > .6c.5s ovo eto 
Carter L. Burgess, President of American 
Machine and Foundry Company, “Let's Keep 
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Free Enterprise New”... J. L. Block, 
Chairman of Inland Steel Company with a 
special address . . . and Victor Short asks 


“What Makes Husbands So Peculiar?” 


4 


DIIAOW 


Lee Gee ew ease COMPUTERAMA 
Audio-visual presentations by nine com- 
puter manufacturers covering important de- 
velopments of the past year and new de- 
velopments on the horizon. 


INDUSTRY ROUND TABLES ......... 
Concurrent round-table sessions covering 
twenty industry groups. 


at the 

Palmer House 
sponsored by 

the Chicago Control 


503. 





for national banks, and also making such 
privileges available to federally chartered 
mutual savings banks and savings and 
loan associations. 

“The Commission recommends that 
federal deposit insurance for all savings 
banks and savings and loan associations 
be available from the Federal Savings and 
Loan Insurance Corporation, and that 
chartering authorities urge such partici- 
pation.”” Membership in the Federal 
Home Loan Bank System should be made 
more attractive for all eligible thrift in- 
stitutions. 

“The Commission recommends that 
commercial banks, mutual savings banks, 
and savings and loan associations be sub- 
jected to the federal corporate income 
tax in such fashion as to contribute to 
capital and reserve adequacy and to en- 
sure competitive equality (to the extent 
that the federal tax is a competitive fac- 
tor). The Commission also recommends 
that when reserves accumulated through 
special tax provisions are used for pur- 
poses not intended by this special treat- 
ment, they should be subjected, as now, 
to the full corporate tax rates.” 

Other recommendations call for in- 
creased coordination of examining and 
supervisory authorities, and a review of 
the adequacy of “‘existing regulations and 
examination procedures to ensure against 
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any unwarranted personal benefits ac- 
cruing to individuals responsible for 
handling institutional funds, which might 
be derived from or associated with the 
use or investment of such funds.” 

The Commission takes notice of the 
rapid growth of private pension funds 
and “recommends that an appropriate 
regulatory body should be given added re- 
sponsibilities over private corporate pen- 
sion funds. These responsibilities should 
include the power: (1) to study and de- 
velop appropriate standards of prudence 
in investment of the funds; (2) to en- 
force such standards; (3) to assure peri- 
odic disclosure to beneficiaries of the fi- 
nancial statements of the fund; and 
(4) to bring suit against malfeasors on 
behalf of the plan participants and their 
beneficiaries.” 

The Commission makes two recommen- 
dations directly affecting life insurance 
companies, ‘““Leeway’’ or ‘‘basket” clauses 
should be allowed in all states. These 
permit life insurance companies to invest 
up to some proportion of assets or of 
capital and surplus in types of assets not 
otherwise permitted provided they are not 
specifically prohibited. And, “In order to 
avoid increasing complications of mul- 
tiple-state jurisdictions, the Commission 
recommends that overriding federal chart- 
ers and regulation to encourage uniform- 
ity of high standards should be available 
to insurance companies.” 

The Commission makes no recommen- 
dation concerning credit unions but be- 
lieves that as they grow in size and grad- 
ually change their characteristics they 
should be reconsidered. 


Federal Credit Programs 


The Commission studied the purposes 
of federal credit programs, their effect 
upon the operations of private credit in- 
stitutions and financial markets, circum- 
stances under which different types of 
programs are appropriate, their use in the 
implementation of monetary and _ fiscal 
policies, how they can be used as instru- 
ments of economic control, and how they 
can contribute to economic growth. 

“The basic purpose of federal credit 
programs is to redirect the flow of loan 
funds, private and public, so that par- 
ticular types of credit use are stimulated.” 
In addition to “those programs developed 
to help persons or businesses temporarily 
in trouble because of a natural catastrophe 
or other emergency ... the Govern- 
ment intervenes to remedy what appears 
to be imperfections in the functioning of 
the private credit system... [and in 
situations] in which the Government seeks 
to achieve social, economic, military, and 
other policy objectives which even a 
perfectly functioning marketing system 
would not achieve... . 

“There are four major types of federal 
credit programs. They involve (1) direct 
government loan, such as loans to small 





business firms by the Small Business Ad. 
ministration, (2) loans by federally spon. 
sored credit institutions, such as the mort. 
gage loans of the Federal Land Bank 
System, (3) guarantees of private loans, 
such as the residential mortgage loans to 
veterans by the Veterans Administration, 
and (4) insurance of private loans, such 
as the residential mortgage loans of the 
Federal Housing Administration.” 

The Commission developed, explained, 
and illustrated seven broad guides for 
credit programs, and made specific recom- 
mendations for some of them. Most of 
the recommendations were intended to 
point out desirable and undesirable fea- 
tures and facilitate or improve the opera- 
tions of the programs. One of the more 
important ones would abolish interest 
rate ceilings. 

The study did not indicate discontinu- 
ance of any of the programs now in 
existence, and the only new programs sug- 
gested would provide two additional 
types of federal loan insurance for agri- 
cultural interprises. 


International Monetary Relations 


Our position as the world’s largest 
trader and leading banker imposes upon 
us a heavy “responsibility to maintain a 
satisfactory balance of payments and a 
healthy economy to retain confidence in 
the dollar as a reserve currency.” This 
has been made difficult by several basic 
changes in the international economy. 
Our payments deficit averaged about $1 
billion a year during the years 1951 to 
1957, and more than $3.5 billion a year 
during the last three years of the decade. 

The chapter reviews the postwar de- 
velopments, deals briefly with interna- 
tional monetary and credit problems, and 
discusses recent developments in the U. S. 
balance of payments. Three statistical 
tables present the details of U. S. balance 
of payments, 1951-1960, changes in U. S. 
foreign investment, 1951-1960, and U. S. 
government problems and the U. S. bal- 
ance of payments, 1951-1960. 

“The continuing imbalance in inter- 
national payments over the past three 
years, reflected in the persistent, large 
deficits of the United States and the per- 
sistent, large surpluses, of some other 
countries, raises the question of the ade- 
quacy of the adjustment mechanism.” 

As to policies for adjustment, ‘The 
Commission believes that the costs in 
terms of unemployment and lower growth 
would be so great from trying to correct 
our balance of payments deficit by general 
monetary and fiscal policies that alterna- 
tive means should be sought to achieve 
the necessary balance... (and) that 
the present price of gold should be re- 
tained as a central pivot in the exchange 
rates structure among IMF member coun- 
tries and that any needed realignment of 
the structure should be around this pivot. 
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“The Commission believes that the 
threat of a confidence crisis would be 
greatly reduced if it were generally rec- 
ognized, both here and abroad, that all 
the U. S. gold is available to meet our 
international obligations. Any doubts 
about the U. S. policy should be removed 
by elimination of the gold reserve require- 
ment at the earliest convenient moment so 
that all the U. S. gold stock is available 
for international settlements. . . . 

“The United States should seek now to 
strengthen existing multilateral arrange- 
ments and perhaps enter new ones to 
protect the world payments mechanism 
against crises. This objective can be ac- 
complished through greater cooperation 
with central banks of other industrial 
countries in handling short-term capital 
movements and through further evolu- 
tionary development of the International 
Monetary Fund. IMF resources should be 
increased so there is no doubt that they 
are adequate to meet the maximum fore- 
seeable needs of its members consistent 
with their economic stability. This can 
be accomplished by further increases in 
member quotas and by formalizing the 
right of the IMF fund to borrow the cur- 
rencies of countries in payments surplus.” 


The Choice and Combination 
of Policy Instruments 


“Because they influence our economy in 
so many important ways, it is essential 
that federal policies on expenditures, tax- 
ation, debt management, and credit terms 
should be explicitly chosen in such a way 
as to foster the achievement of sustained 
high employment, reasonable price stabil- 
ity, and an adequate rate of growth. 
Those goals cannot be achieved by the 
private enterprise system alone or by the 
Federal Government alone, but we are 
not likely to achieve them unless mone- 
tary, fiscal, debt management, and credit 
policies are chosen with reference to their 
effect on the achievement of those goals.” 

The discussion is in three parts. Among 
the characteristics of policy measures, the 
effects of timing, volume, composition of 
demand, and balance of payments con- 
straints are treated. For example, ‘‘Be- 
cause over $30 billion of the revenue 
from the federal personal income tax 
comes from the application of the first- 
bracket rate, a large change of expendi- 
ture can be induced or curtailed by 
changes in this rate.” 

Long-run policy mix must be con- 
sidered. ‘‘There is no unique, ideal com- 
bination of policy measures which is best 
suited to the achievement of our major 
economic objectives at all times, [but] 

. at any given time there exists a basic 
tax structure, a pattern of government ex- 
penditure programs, a set of government 
credit programs, a level of money supply, 
a structure of interest rates, and other 
Monetary and credit conditions.” These 
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call for basic decisions by the Govern- 
ment. 

“The general objectives of stabilization 
policy are to maintain levels of demand 
which will lead to low levels of unem- 
ployment without inflation.” The discus- 
sion deals briefly with the economics of 
the business cycle and certain policies be- 
lieved to be effective in dealing with 
booms and depressions. ‘‘If action is con- 
fined to these policy measures, which can 
be moved gradually and quickly reversed, 
the chance that a recession will develop is 
reduced, while the risk of creating ex- 
cessive demand is minimized.” 

The section is brought to a close with a 
warning. ‘A large part of business cycle 
history is a chronicle of boom and bust. 
In some ways, the U. S. economy is better 
protected from such developments than it 
used to be. But it would be folly to forget 
the dangers of speculative booms. They 
are great enough to justify restrictive 
measures in any period in which income 
is rising rapidly and demand is threaten- 
ing to press against capacity.” 


Organization and Coordination 
for National Economic Goals 


The final chapter of the report deals 
with changes in the organization and 
structure of agencies and departments in 
order to implement the policy measures 
advocated by the Commission. 

“The Commission proposes the aboli- 
tion of no state authority or agency” 
(but) coordination, ‘‘one of the most dif- 





ficult and delicate of the organizational 
demands that can be made upon a gov- 
ernmental system as large and as de- 
centralized as ours,” is urgent. 

The report points out four areas in 
which the problems of coordination seem 
especially acute. ‘‘At the top-center of 
the administration, the President and his 
Executive Office, including such staff aids 
as the Budget Bureau and the Council of 
Economic Advisors. 

“In the interdepartmental domestic 
field where monetary, fiscal, and credit 
policies impinge and where the Treasury, 
the Federal Reserve, and the major agri- 
cultural and housing credit agencies op- 
erate. 

‘In the also interdepartmental foreign 
field where the balance of payments is an 
object of concern and State, Treasury, 
Defense, Agriculture, and the foreign 
lending agencies pursue their several ob- 
jectives. 

‘In interactions between the executive 
and the Congress.” 

Clarification of some legislative state- 
ments of purpose is a useful initial step 
toward coordination, particularly those of 
the Federal Reserve Act and the Employ- 
ment Act of 1946. 

“The Commission recommends that the 
Congress modernize and make consistent 
the legislative mandates which set out 
national economic goals in the two stat- 
utes that bear most directly on the field 
of the Commission's concern, namely, the 
Federal Reserve Act and the Employment 
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ECONOMICS 


The salary for each position is 
£A4,250 per annum and super- 
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Great Britain will be provided. 
Further information and condi- 
tions of appointment can be ob- 
tained from the Registrar, Uni- 
versity of Melbourne, Parkville, 
N.2., Victoria, Australia, and 
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31st October 1961. 
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Act of 1946. Identical language should 
be incorporated simultaneously in each to 
formulate the goals of low-level unem- 
ployment, an adequate rate of economic 
growth and reasonable price stability as 
applicable to all federal agencies admin- 
istering economic programs.” 

The report emphasizes the responsibil- 
ity of the presidency and the need for 
flexibility in the powers delegated to the 
executive branch in the achievement of 


| our national economic goals. The Com- 


mission offers three recommendations for 
the improvement of procedures required 
by the Employment Act of 1946. 

“The Commission recommends that 
Economic Indicators be issued from the 
Executive Office of the President.” Also, 
“that the Employment Act be amended to 
provide that whenever, in the President’s 
judgment, the current economic situation, 
as revealed over a span of time in the 
indicators issued from his Executive Of- 
fice or on the basis of other information, 
shows a tendency significantly counter to 
the objectives set forth in the Employment 
Act as amended, and at least quarterly 
thereafter for so long as the unfavorable 
tendency prevails, the President shall sup- 
plement his annual Economic Report with 
a statement setting forth: 


1. His understanding and assessment of 
the factors in the economy contributing to 
the unfavorable tendency. 

2. The steps being taken by him and by 


| government agencies, including the Fed- 


eral Reserve System, to use existing in- 
struments and resources available for 
better achieving the goals of the Employ- 
ment Act as amended. 

3. Explanations for any seemingly in- 
consistent use being made of any of these 
instruments. 

4. Recommendations for any congres- 
sional action he thinks advisable. 

5. Any other comments he thinks ap- 
propriate.” 


Because of the legitimate concern of 
the Congress, the Commission ‘‘recom- 
mends that the Employment Act be also 
amended to provide that the Congress 


may, by concurrent resolution, request 


the President, if he has not already done 


| so, to furnish such a statement, whenever 


it finds that the current economic situation 
reveals a tendency running significantly 
counter to the objectives set forth in the 
Employment Act as amended.” 

A discussion suggesting the creation of 
something along the lines of the Advisory 
Board for Economic Growth and Stability 
is concluded as follows: ‘In sum, assum- 
ing the adoption of the changes already 
recommended in the Employment Act, 
the President will need to make suitable 
arrangements, congenial to him, for staff 
and interagency consultative machinery to 
assist him in discharging his expanded 
responsibilities. No statutory council 
should be created which has the effect of 


constricting his choice of advisors of 
formalizing their advice. The Commission 
recommends that he consider setting u 
an advisory board along the lines of the 
Advisory Board on Economic Growth and 
Stability, under a chairman to be desig. 
nated by him, and plan its work so that 
weekly meetings of department and 
agency deputies, supported by staff as. 
sistance from the Council of Economic 
Advisors, may culminate in periodic meet. 
ings of their chiefs in the presence of the 
President. 

“The emergence of the balance of pay. 
ments problem makes a reappraisal of the 
National Advisory Council timely. . . , 
The Commission recommends that the 
President should fix a clear and continu. 
ing responsibility, perhaps in a subcom- 
mittee of the advisory board recom. 
mended above, for the direction and 
coordination of actions required to deal 
with the balance of payments problem, 
and, more generally, for the coordination 
of grant, loans, and trade policies as 
aspects of American foreign policy. To 
clear the way for this, the Bretton Woods 
Agreement Act of 1945 should be 
amended to enable the President to des- 
ignate the chairman and membership of 
the National Advisory Council on Inter- 
national and Financial Problems (NAC) 
and to assign the responsibility for its 
staff support.” 

Attention is given the coordination of 
domestic lending agencies and concluded 
with a final recommendation. “‘Accord- 
ingly, the Commission recommends that 
the Government Corporation Control Act 
of 1946 be amended so as to direct the 
Secretary of the Treasury, in the exercise 
of his clearance power over the issuance 
and sale of the securities of government- 
owned corporations, to take into account 
explicitly the full range of objectives of 
the Employment Act as amended, and 
not merely debt management considera- 
tions; and that cases of disagreement be 
taken to the President.” 


THE ROLE OF ANTICIPATIONS AND 
PLANS IN ECONOMIC BEHAVIOR 
AND THEIR USE IN ECONOMIC 
ANALYSIS AND FORECASTING* 


By Franco Modigliani and 
Kalman J. Cohen 


One of a series of monographs grow- 
ing out of the Project on Business Ex- 
pectations and Planning which has been 
established at the University of Illinois 
under the direction of one of the 
authors. This paper (Number 4 in the 
series) is primarily conceptual in nature 
and is concerned with the theoretical 
structure which has been developed in 
connection with the Project itself. 


* Published by the Bureau of Economic and 
Business Research, University of Illinois, Ur- 
bana, Illinois. $2.75 (paper covers). 
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The Motivations of an Executive 


(Continued from page 487) 


The other side of this coin, which is 
also often overlooked, is discipline. As 
arents, we recognize the training value 
involved in punishing a child when he or 
she has done something wrong. But many 
an executive ignores or makes light of 
soppy work by a subordinate on the 
premise that to make an issue of it hurts 
teamwork and morale. In fact, he may 
simply be avoiding the discomfort of 
calling a spade a spade and risking his 
subordinate’s displeasure. I suspect that 
in our secret heart each of us is a little 
contemptuous of the boss who takes this 
course, however comforting it is to have 
our mistakes overlooked. 

The navy also has a phrase for disci- 
pline: ““A taut ship is a happy ship.” 
Men are expected to do their jobs well; 
hence they accept punishment as a nat- 
ural consequence of poor work. To be 
sure, this means that fear is a critical 
ingredient in discipline. Men may do 
their work simply because they do not 
relish the consequences of doing it poorly. 
Thus those men who do not find sufficient 
motivation in the challenge of their job 
to do it well may, as an alternative, turn 
in at least acceptable work rather than 
tisk disciplinary action. 


FEAR OF PENALTIES 


Fear is a powerful motivation for im- 
provement. Dr. Will Menninger, of the 
Menninger Psychiatric Clinic, commented 
to a recent seminar of top-management 
executives that ‘‘anxiety is a major motiva- 
tion in producing change.’ Unfortunately, 
most of us prefer to do things the way we 
have been doing them until fear of the 
consequences of continuing in this course 
impels us to accept new methods. In 
other words, discipline—based on fear, 
which in turn produces anxiety—is a spur 
to progress. 

Fear as a motivation is something of an 
“ugly word” in the lexicon of many ex- 
ecutives. Somehow, fear is presumed to 
depress morale, which in turn is supposed 
to interfere with effective teamwork. This 
point of view gained fairly wide credence 
during the boom years following World 
War II, when the magic wand of a seller's 
market effectively concealed poor de- 
cisions. The fear element in discipline, of 
course, can be overdone. Many companies 
lose valuable ideas and internal drives 
because a highly placed executive mis- 
uses his authority to punish or is irre- 
sponsible in dealing with the hopes and 
fears of his subordinates. 

But, in the final analysis, the learning 
process demands that mistakes have their 
consequences. When a pitcher loses con- 
trol, he is benched. When an army officer 
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disobeys orders, he is court-martialed. So 
too with the business executive who fails 
to carry out his role; his bonus may be 
reduced, promotion may be denied, he 
may even be fired. Indeed, if these penal- 
ties are not exacted, a sort of incentive-in- 
reverse develops. Many a company asks 
hard work and difficult accomplishments 
of its divisional management, only to 
have the enthusiasm to make this effort 
dulled by the presence of a few widely 
recognized featherbedding nonentities on 
the headquarters staff. A large divisional 
concern has “‘taken care’ of two ineffec- 
tive divisional executives by “promoting”’ 
them to the top corporate functional staff. 
This has not only downgraded the value 
of the corporate staff—for the two were 
widely recognized as ineftective—but has 
removed promotion to the headquarters 
group as a motivation for divisional man- 
agement. As a partial consequence, three 
good division executives have left the 
company in less than 18 months. 


THE MONEY MOTIVE 

Financial motivation is the final item 
on this brief motivational agenda. This is 
not intended to minimize its importance 
but rather as an acknowledgement of the 
complexity of the “money motive’ and 
the fact that its administration is so 
closely interrelated with the other key 
executive motivations. 

The psychologists tell us that money is 
not the most potent motivation on the 
industrial scene. More often than not, 
they nominate ‘the approval of associ- 
ates’’ as the number-one motivation. Each 
executive, according to the “approval” 
thesis, will tailor his actions to meet the 
environmental standards important to his 
associates. For example, if a company 
prides itself on promotion-from-within, 
it is the rare executive who will go “‘out- 
side” for a replacement. This would be 
an admission of weakness in “developing 
people”; hence his standards of accept- 
able performance are likely to be reduced 
to fit the available personnel rather than 
recruit outside the company. (In fact, 
one of the greatest weaknesses of the 100 
per cent promotion-from-within concept 
is that no basis is available for comparing 
the quality of internal versus external 
performance.) A return-on-investment- 
conscious management, in another situa- 
tion, may be so tightfisted about expendi- 
tures for office space and equipment that 
they unwittingly invite unionization of 
office personnel rather than ‘“‘waste” 
money on what the group considers a 
frivolous investment in office improve- 
ment. 

Important as group approval is as a 





motivation, the psychologists frequently 
overlook the fact that money is the gen- 
erally recognized yardstick by which this 
approval is expressed. In other words, 
money is a motivation that has many 
facets and means many things to its re- 
cipient. Money not only serves as the 
wherewithal by which we keep up with 
the Joneses, pay for our youngsters’ 
schooling, buy houses and the other arti- 
facts of modern living, but it also is an 
important measure of where we stand 
with our associates. The man who has 
done outstanding work expects to be fi- 
nancially rewarded. Poor work—lack of 
approval—is penalized by fewer and 
smaller merit increases and_ smaller 
bonuses. To be sure, promotion is an 
important measure of ‘‘approval’’—the 
most important, because of its status im- 
plications—but it occurs infrequently 
compared with merit increases or bonus 
payments, hence is not so readily avail- 
able as a measure of approval. 

There are some curious aspects to the 
money motive. For example, there is the 
instance of the newly elected company 
president, whose ‘‘other’’ income from se- 
curities approximated $125,000, demand- 
ing a salary of $100,000. When asked 
why he did not take a $50,000 salary and 
defer the other half of his salary until 
after retirement at a sizable tax saving, 
he replied, ‘‘I want my salary to be in six 
figures when it appears in the proxy state- 
ment.”” He found some sort of status sym- 
bol is being “‘a $100,000-a-year man.” 

Then there is what the executives of 
one large company call ‘the numbers 
game.’ Take the case of two executives, 
both paid salaries of $100,000. One re- 
ceives a bonus of $100,000; the other 
gets only $85,000. The difference in the 
spendable income between these bonuses 
is probably only 8 per cent of $15,000, or 
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The Motivations of an Executive 
(Continued from page 507) 


$1,200. Yet the executive receiving the 
smaller bonus knows his performance is 
regarded as being below that of his peer 
and that this is a none-too-gentle hint 
that he had better do better the next time. 

When executive compensation appears 
on the proxy statement or the ‘“‘grape- 
vine’ is particularly sensitive—and it 
ysually is—the numbers game can pro- 
vide a powerful incentive among highly 

aid executives. 

But the greatest impact of the money 
motivation on the executive group results 
from consistent administration of promo- 
tion, salary, and bonus to reflect the per- 
formance of individuals. If this is done 
effectively, compensation administration 
becomes an instrument for targeting the 
efforts of individual executives in the ob- 
jectives of the business, as well as a stout 
ally in the executive developmental proc- 
ess. 


MOTIVATIONAL PATTERNS 


It is reasonable to expect that the indi- 
vidual executive’s reaction to the various 
motivational element varies widely at dif- 
ferent stages in his career. The young 
executive reacts strongly to direct finan- 
dal incentives that only mildly motivate 
the executive in the final decade of his ac- 
tive years. On the other hand, the status 
implications of being made a vice presi- 
dent at little or no increase in pay is likely 
to prove a powerful incentive to the sen- 
ior executive, whereas the youthful execu- 
tive may be tempted to snort that “man- 
agement is trying to pay me off in titles.” 

Executives who have fallen behind 
those in their age group on the organiza- 
tional ladder frequently do outstanding 
work when given encouraging leadership. 
For example, a man who had been a divi- 
sional plant superintendent for 10 years, 
suddenly, at the age of 52, started a me- 
teoric rise that lifted him to the executive 
vice presidency of the company at 59. His 
superior assesses the phenomenon in 
these terms: ‘‘Bill suddenly realized that 
men who started with the company when 
he did were leaving him behind, and he 
made a tremendous effort to catch up that 
optimized his capacities to a degree I 
have rarely seen in my years as a corpora- 
tion executive.” 

I suspect that the motivational adrenalin 
injected into such a man consists largely 
of the fear that he will ‘‘lose face” with 
his contemporaries. And this, in turn, 
spurs him to make an all-out effort to 
te-establish himself in their eyes—and his 
own. However, if company leadership 
does not encourage an environment that 
offers such an opportunity, the rehabilita- 
tion or optimizing process may never start. 
Thus if the president of this company 
had assumed that Bill’s long period of 
inactivity meant he had reached his ceil- 
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ing, he might still be a divisional plant 
superintendent rather than executive vice 
resident. 

The deeply rooted urge to be a leader 
is subject to significant influences that re- 
sult from environment. For example, the 
executive who has always worked in a 
committee-run company tends to lose 
touch with the need for leadership to 
maintain discipline, to hold individuals 
accountable for their actions. After all, a 
committee decision is no one person’s re- 
sponsibility but the shared responsibility 
of all. The executive who has worked in 
the shadow of a boss who made all the 
decisions, on the other hand, frequently 
does not recognize that leadership re- 
quires a willingness to take action. 

If environmental characteristics do work 
subtle changes in the individual’s con- 
cept of leadership, the chief executive 
should be aware of the probable effects of 
his method of operation on executives. 
The president of a large company was 
disappointed in the performance of a man 
he had put in charge of the division from 
which he himself had been promoted. “I 
don’t understand it,” he commented, 
“George seemed to do good work for me 
when I ran the division.”’ 

Subsequent study showed that this pres- 
ident made all key decisions in what he 
termed the operating committee, a prac- 
tice he had followed as division manager. 
By so doing, he made it possible for an 
executive with a highly developed po- 
litical instinct to jump aboard the proper 
bandwagon at the right moment without 
fully understanding the economics or 
basic strategy on which the decision 
turned. Thus a politically oriented execu- 
tive—like the weak division manager 
about whom the president complained— 
could sound good during a discussion of 
a business problem by asking questions 
designed to “explore the situation” with- 
out committing himself. 

This environment not only made it dif- 
ficult for the chief executive to judge the 
ability of the committee member but it 
also minimized the individual’s oppor- 
tunity to learn by doing, by being per- 
mitted to make mistakes in his early years 
so that he became acutely aware of their 
consequence before it was too late. 

Most chief executives use the various 
motivational elements instinctively rather 
than consciously. This is not to imply that 
such leadership is any less effective. The 
chances are that the instinctive leader 
plays on individual motivations more suc- 
cessfully than the leader who makes a 
deliberate effort to harness these incen- 
tives. However, there is growing evidence 
that competition is forcing a more effec- 
tive utilization of all executive motiva- 
tions, both financial and nonfinancial. 


And, since the demand for industrial 
leadership far outstrips the supply of 
“born” leaders, the need for a conscious 
use of these motivational elements is de- 
veloping rapidly. 
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Factors in Foreign Competition 


Despite all the fuss and publicity 
given to lower prices in Europe, it is 
amazing how few items can be pur- 
chased more cheaply in Europe accord- 
ing to E. P. McKenna, Planning and 
Development, Ford International Divi- 
sion, Ford Motor Co. in a talk before the 
National Industrial Conference Board. 
He gave as supporting factors: 


1. Frequently Europeans’ standards 
are different from ours, not necessarily 
inferior but sufficiently different to call 
for special designs or facilities. 

2. Although labor costs are lower, 
the costs of some materials such as 
rolled steel sheet and aluminum strip 
in Germany are not favorable when 
compared with our own. 

3. Over-all costs may be a little lower 
in Europe but the prices quoted are 
frequently higher. Certainly there is not 
yet the degree of competition there that 
brings prices down to where we think 
they should be. This is further sup- 
ported by the relative shortage of ca- 
pacity in certain fields. 

4. Finally in some respects Europeans 
have different ways of doing business 
from ourselves. 


olen 


Speaking of his own industry, Mr. 
McKenna said, ‘““With these factors, the 
protection of 3,000 miles of water, and 
the fact that the U.S.A. provides the 
only volume market for the type of car 
American consumers want, we can, I am 
sure, continue to meet competition. 
Some industries get overtaken by eco- 
nomic events, some items may perhaps 
be better and permanently sourced 
abroad but this is not true and will not 
be true for the bulk of automotive prod- 
ucts.” He continued, “All we ask for 
ourselves is a fair crack at our foreign 
competitors in their own markets.” He 
concluded that “foreign competition 
here in the U.S.A. has enabled us to ap- 
preciate better . . . the many contribu- 
tions that the United States can make, 
and make profitably, to the increasing 
international division of labor.” 


A Firm Foundation 


Business, in the fourth quarter of 1961, 
may be looking up, but at least one firm 
of consultants thinks that it should also 
keep an eye on the ground. When man- 
agement comes to consider the location of 
a new plant site, it often, to its subse- 
quent sorrow, takes every relevant factor 
into consideration except the actual sub- 


WHAT DOES AN ECONOMICS DEPARTMENT DO? 


In a recent release from the Sun Oil Company, Phila- 
delphia, Pa., announcing that it was “expanding its eco- 
nomic and statistical research activities to place increased 
emphasis on long-range planning,” the following categories 
were included with the names of the men appointed to the 
newly created ‘‘Economics Department’’: 


¢ Manager of the statistical research division which will 
include a unit specializing in natural gas economics; 

e Manager of the corporate economic planning division 
which will include handling investment analysis, data coor- 
dination, and operations research; 

e Manager of the research methods and techniques divi- 
sion which will develop additional ways of using applied 
statistics to measure company operations. 


surface soil characteristics of the ground 
upon which the plant will be built. Then, 
when window frames and walls crack, 
utility lines and below-ground pipes 
break, and floors sag or are constant] 
wet, it faces a bothersome and costly re. 
habilitation job. 

Thanks to modern soil science’s ad. 
vances during the past few decades, such 
an analysis can be made with dependable 
accuracy. According to Woodward-Clyde. 
Sherard & Associates, consulting engi. 
neers, laboratory tests of subsoil are 
strongly recommended because so many 
plant sites are located on reclaimed of 
submarginal land. 

“Tests enable us to predict the amount 
of settlement which will develop under 
given load and stress conditions. Studies 
of the composition of the various layers 
beneath the surface provide essential in- 
formation for the design and construction 
of the foundation. 

“When special problems caused by 
unique plant functions arise, special tests 
can be devised to establish the ability of 
the site to handle the expected operation 
and special designs or construction tech- 
niques can be incorporated into plans to 
overcome the anticipated difficulties.” 


The Case for Stock Splits 


Are stock splits necessary? The New 
York Stock Exchange has recently gone 
on record as believing that a good argu- 
ment can be made for calling them “an 
absolute necessity for a growing and pros- 
perous company.” 

Investors prefer lower-priced shares, so 
a stock split usually results in wider pub- 
lic ownership of a company’s shares. A 
large supply of stock outstanding, in turn, 
contributes to maintaining a stable and 
liquid market in the issue. 

A company may have other advantages 
in mind, too, in splitting its stock and 
keeping it in a popular price range. The 
corporation may feel that every stock- 
holder is a potential customer and sales- 
man. Or it may wish to finance future 
growth by selling more stock to the pub- 
lic—a task made easier when stock is 
priced at $25 a share rather than at $350. 


No Squeeze on Giving 


The profit squeeze has apparently af- 
fected least, among reducible expenses, 
the contributions of American business 
to local and national nonprofit “causes.” 
Or so it would seem from figures sup- 
plied by the American Association of 
Fund-Raising Counsel, Inc. 

Those figures show that in 1958-59, 
when a business recession and the profit 
squeeze brought about a 15 per cent fe- 
duction in corporate net income, com- 
pany giving declined only 6 per cent. 
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A type-of-industry analysis of total 
contributions for 1958-59 produces the 
following breakdown: 


$206,103,000 


Manufacturing 
55,520,000 


finance, insurance, real estate 
Transportation, communications, elec- 


tric, gas, sanitary services 36,910,000 
Retail trade 34,651,000 
Wholesale trade 28,322,000 
Services 12,243,000 
Construction 11,854,000 
Mining 5,395,000 
Agriculture, forestry, fishing 1,441,000 


Of all corporate giving in that year, 
the largest amount—approximately 49 
per cent—went to support health and 
welfare causes. Education received 34 
er cent, and the rest of the money sup- 
orted cultural and ‘‘business’’—pre- 
sumably institutional—projects. 

However, the Association reports a 
marked trend in recent years toward in- 
creased contributions to education at 
the expense of those to health and wel- 
fare. This trend is expected to continue, 
particularly with respect to company 
gifts for higher education. 


Research as an Investment 


Since World War II, business has be- 
gun to regard basic research as a practical 
and economic investment for industrial 
growth. A McGraw-Hill survey of tre- 
search expenditures found that, in 1959, 
United States industry was spending $270 
million on basic research—compared with 
$5 million in 1945. That i re in- 
vestment of $270 million in basic research 
in 1959 constituted 29 per cent of all 
dollar expenditures on basic research in 
this country—a total outlay of $960 mil- 
lion. 

In many companies heavily engaged in 
defense business, the dollar amount of 
R&D work already equals or exceeds the 
dollar amount of production work. 





Long-Range Ownership Interest 


Engendered by Stock Options 


Dr. Herbert W. Robinson, president, 
CE-I-R, Inc., New York, testifying be- 
fore the Senate Finance Committee in its 
hearings on the proposal of Senator Albert 
Gore to amend the Internal Revenue 
Code to eliminate the provision which 
now permits companies to issue to their 
employes options to purchase stock in 
the employing company at from 85 per 
cent to 110 per cent of market value on 
the date the option is granted, had this to 
say: 

“Eliminating employe stock options 
would tend once again to promote the 
concentration of significant stock owner- 
ship and control in the hands of the 
wealthy. From my own experience, I 
know that restricted stock options have 
not widened the base of stock ownership 
among employes very significantly during 
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the past ten years, but have effectively re- 
versed the earlier trend toward “‘profes- 
sional managers” who had no long-range 
ownership interest in the corporation by 
whom they were pies eam: aa trend 
which Senator Gore has rightly deplored. 
Only through the even greater use of em- 
ploye stock options can a real stake be 
given to the many professional and execu- 
tive employes on whom the success of 
most businesses (and the very survival of 
this country) increasingly depends in this 
era of technological advances.” 


New Conflict-of-Interest 
Rules at Prudential 


A set of rules to bar company officers 
and high-level employes from conflict-of- 
interest situations has been issued by the 
Prudential Insurance Company of Amer- 
ica, New York. 

The rules, according to a Wall Street 
Journal report of August 31, limit the 
stock investments of any officer or key 
employe who is concerned with Pruden- 
tial’s investment operations and those of 
other members of his household. They 
forbid such a person’s acquiring stock in 
any concern which is negotiating for a di- 
rect placement loan from Prudential or 
which has recently obtained one. If such 
a stock holding already exists when loan 
negotiations begin, the officer or employe 
may be required to dispose of it or to ex- 
clude himself from participation in the 
negotiations. 

Another rule declares that Prudential 
will make no mortgage loan to any officer 
of the company or to any employe above 
a certain salary level—$25,000 in some 
departments, $16,000 in others. An ex- 
ception provides that such a person who 
is transferred to a new location may be 
eligible for a Prudential home-mortgage 


loan, if a high officer is satisfied he can- 
not arrange reasonable financing else- 
where. In that event, the loan must be on 
the same terms offered other borrowers. 

Other provisions forbid officers of the 
rank of second vice president up from 
borrowing from a bank which is being 
considered as a depository for Prudential 
funds or acquiring stock in any competing 
life or accident and health insurance com- 
pany. 

Gifts or gratuities to officers and em- 
ployes from persons or firms with which 
Prudential has business relations are 
banned. 

In possible conflicts not covered spe- 
cifically by the rules, Louis R. Menagh, 
Jr., president, told officers and employes, 
‘You are expected to observe the spirit of 
our rules and avoid any situation in which 
your freedom from outside influences can 
be doubted.”’ 


Toward Integrated Worldwide 
Company Operation 

A U. S. company operating its own 
companies in nine foreign countries, hav- 
ing licensees in four foreign countries, and 
sales organizations in 65 countries, re- 
cently initiated central cost control, re- 
search and communications departments 
to investigate cost factors, techniques and 
distribution. 

These departments will collect the in- 
formation from each of the subsidiaries 
and licensees, analyze it and then pass it 
on to all its manufacturing plants. 

In this fashion, each of the licensees 
and subsidiaries will have an opportunity 
to utilize the most efficient methods of 
operations developed by any of the others. 

The cost of this program is to be pro- 
rated so that the burden does not fall too 
heavily upon any one segment of the com- 
pany or its associated firms. 








60 East 42nd Street 
New York 17, New York 


WHEN NOT TO INSTALL A COMPUTER 


As dozens of companies have discovered, you can’t expect any 
automation system to be a success unless you have truly efficient and 
integrated office systems and procedures to begin with. By showing you 
how to effectively analyze and correct your present systems and pro- 
cedures, the Frank M. Knox Company can assure you the normal sav- 
ings to be had from an automated system. Or, you may find that your 
present systems and procedures, after being corrected, are so efficient 
that automation is an unnecessary expense. In either event you will 
reap the benefits of a truly integrated office cost control program that 
will continue to save you thousands of dollars every year for years to 
come. Send today for complete information on the Knox approach to 
computer preparation. No obligation, of course. 


The Frank M. Knox Company, Inc. 
Management Consultants 


1405 East 6th Street 
Cleveland 14, Ohio 
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MR. ACKERMAN 





MR. DALY 





MR. TERKHORN 


TOP MEN... 


F. W. Ackerman, chairman of the board 
and president of the Greyhound Corpora- 
tion, Chicago, IIl., has the added respon- 
sibility of chairman of the board of Sea- 
board Finance Company, a subsidiary. 
. . . Roy L. Ash has been elected president 
of Litton Industries, Inc., Beverly Hills, 
Calif. . . . The election of Charles J. 
Beasley as president of Metal & Thermit 
Corp., New York, was announced re- 
cently. 


MR. MEADOR 


MR. MERTZ 


MR. BEASLEY 





MR. RINGLER 


MR. WOLF 


NEW CONNECTIONS .. . 


E. J. Barshall has joined Western 
Frontier Machinery Company, Phoenix, 
Ariz., as vice president and treasurer. 
. . . Jean P. Boyer is now coordinator of 
international finance of Sperry Rand 
Corporation, New York. . . . D. C. Burk- 
holder recently became director of ac- 
counting of the American Baptist Pub- 
lication Society, Philadelphia, Pa... . 
Hamilton Cosco, Inc., Columbus, Ind., 
has named Curtis |. Carlson controller. 








... Paul B. Cate has joined United 
Printers and Publishers, Inc., Dedham 
Mass., as controller. , 

The election of George Daly, Jr. as 
vice president-accounting of Rexall Drug 
and Chemical Company, Los Angeles, 
Calif., was announced recently... , 
James R. Duncan has become comptroller 
of Alco Products, Inc., New York. . . . 
Gayle C. Hodges is now controller of 
American Micro Devices, Inc., Phoenix, 
Ariz. . . . Vann A. Meador has assumed 
the responsibilities of controller of Ox. 
ford Manufacturing Co., Inc., Atlanta, 
Ga. . . . Charles W. Nielsen recently be. 
came controller-treasurer (Brazil) for 
Singer Sewing Machine Co., New York. 
. . . Henry W. Strong is now financial 
director of the Information Systems Di- 
vision of International Telephone & Tele- 
graph Corp., Paramus, N. J. . . . Robert 
W. Woods has been named controller of 
Instruments for Industry, Hicksville, N. Y. 


PROMOTIONS .. . 


Arthur P. Ringler is senior vice presi- 
dent of Chemical Bank New York Trust 
Company, New York. . . . Stanley Ap- 
pleby recently became treasurer of Chil- 
ton Company, Philadelphia, Pa. . . . Sun 
Shipbuilding & Dry Dock Co., Chester, 
Pa., has named Charles H. Doyle secretary 
and treasurer. . . . Raymond J. Terkhorn 
has become director of the data-processing 
services and accounting operations di- 
vision of Eli Lilly and Company, Indian- 
apolis, Ind. 


NEW DIRECTORS... 


George K. Bryant, vice president-opera- 
tions, Esterbrook Pen Company, Camden, 
N. J., to his company’s board. . . . Wil- 
liam J. Evans, treasurer and assistant sec- 
retary, Getty Oil Company, Wilmington, 
Del., to the board of his company. . . . 
Orville R. Mertz, financial vice president 
and treasurer of Koehring Company, Mil- 
waukee, Wis., to his company’s board of 
directors. 


NEW APPOINTMENTS .. . 


Herman Farber has been named execu- 
tive vice president-finance of Guaranteed 
Title Company, New York. . . . David 
A. Edwards is now vice president-finance 
and assistant to chairman of Slick Airways 
Inc., Burbank, Calif... . Donald E 
Meads has become vice president-finance 
of Investors Diversified Services Inc., 


New York. . . . Louis Rosen recently be- 
came controller of Gimbels-New York, 
New York. . . . John M. Wolf is vice 


president and general manager of Lake 
Erie Machinery Corporation, Buffalo, 
N. Y. 
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MR. BROWNE MR. DEVINE 


ADDITIONAL DUTIES... 


D. E. Browne, vice president-finance of 
Lockheed Aircraft Corporation, Burbank, 
Calif., has been Sauk group vice presi- 
dent, finance and administration, includ- 
ing responsibility for legal and secretary, 
public relations and advertising functions. 
Mr. Browne is a past president and 
board chairman of Controllers Institute. 
_.. D. F. Devine is vice president, treas- 
urer and secretary of American Bosch 
Arma Corporation, Garden City, New 
York. . . . R. W. Anderson was elected 
vice president and secretary-treasurer of 
Koehring-Waterous Ltd., Brantford, On- 
tario, Canada. . . . John G. Sheppard 
was appointed vice president, secretary 
and comptroller of Dominion Foundries 
and Steel Limited, Hamilton, Ontario, 
Canada. Mr. Sheppard is currently presi- 
dent of the Hamilton Control of Control- 
lets Institute. . . . William Teets was 
elected vice president and treasurer of 
Electrolux Corporation, New York. 


COMPANY CHANGES... 


T. D. Lyons has become vice president- 
administration and William S$. Pierson 
comptroller of Allis Chalmers Manufac- 
turing Company, Milwaukee, Wis. Mr. 
Lyons is currently president of the Mil- 
waukee Control of Controllers Institute. 
... F. H. Peavey & Co., Minneapolis, 
Minn., announced the following changes 
in officer assignments: G. A. D. Smith 
was elected vice president-administration ; 
G. G. Giebink was elected vice president- 
finance and treasurer; G. T. Leech was 
elected assistant treasurer and secretary ; 
and L. E, Anquist was elected controller, 
assistant treasurer and assistant secretary. 
-..(C. Allen Gove has been named 
controller of the Kendall Company, Wal- 
pole, Mass., succeeding George McQuil- 
kin 3rd who became manager of Kendall’s 
new subsidiary, J. W. Wood Elastic Web 
Company. 


CORRECTION .. . 


In the September issue of THE Con- 
TROLLER the item about Robert F. Morris’ 
election as vice president and treasurer of 
Don Baxter, Inc., Glendale, Calif., con- 
tained the erroneous statement that Mr. 
Morris is Western Area vice president of 
Controllers Institute. The Western Area 
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MR. ANDERSON 


vice president of the Institute is Stanley 
B. Murray, vice president and controller, 
M. J. B. Co., San Francisco, Calif. 


SPEAKERS .. . 


Frank L. Linton, vice president and 
comptroller, Allied Chemical Corpora- 
tion, New York, will address a joint 
meeting of the CPAs of Northern Indiana 
and the Michiana Control of Controllers 
Institute to be held on October 26 at the 
Morris Inn, Notre Dame Campus, South 
Bend, Ind. His subject will be “The Con- 
troller’s Part in Managing a Business— 
How a Medium-Sized Company Plans for 
Growth and Profit.” . . . John N. Hart, 
vice president and controller, the B. F. 
Goodrich Co., Akron, Ohio, will be a 
discussion leader at the American Man- 
agement Association Seminar on ‘‘Selec- 
tion and Development of Finance Depart- 
ment Personnel” to be held at the Hotel 
Astor, New York, on November 8-10. 


EXTRACURRICULAR ACTIVITIES .. . 


David Krell, partner and controller of 
Thomson & McKinnon, New York, will 
be the instructor for a course entitled 
“Brokerage Accounting” at Pace College, 
New York, this fall. . . . Winslow E. 


MR. SHEPPARD 





MR. LYONS 


Pike, vice president and controller, First 
National Bank of Atlanta, Ga., and na- 
tional president of NABAC has an- 
nounced the names of the trustees for 
the Research Institute of NABAC. Among 
those named are: Earl L. Bimson, comp- 
troller, Valley National Bank, Phoenix, 
Ariz.; J. Kurt Mahrdt, executive vice pres- 
ident, the Indiana National Bank of 
Indianapolis, Ind.; Frederick W. Manke, 
vice president, the First National Bank of 
St. Paul, Minn.; and Edward T. Shipley, 
comptroller, Wachovia Bank and Trust 
Company, Winston-Salem, N. C.... 
L. Merle Davis, treasurer, Kuner-Empson 
Company, Brighton, Colo., is serving as 
vice president of the Western Division of 
the National Association of Credit Man- 
agement. 


Theodore F. Gloisten, industrial devel- 
opment specialist, Meadow Brook National 
Bank, West Hempstead, L. I., served as 
moderator of a forum sponsored by the 
Area Development Council of the Long 
Island Association, Inc., to discuss ““How 
Good Is Nassau-Suffolk’s Industrial Cli- 
mate?” . . . Henry W. Hornik, control- 
ler, Venus Pen & Pencil Corporation, 
Lewisburg, Tennessee, has been elected 
president of the Nashville Chapter of the 
National Society for Business Budgeting. 





Ask B & M about: 
Financial 

Vice Presidents 
Treasurers 
Controllers 
Executive 

Accountants 

* * * 
Auditors 
Cost Accountants 
Data Processors 
Budget Specialists 
Systems Analysts 
Tax Managers 








The right man? 


Our go years’ successful experience in assisting large 
and small companies build a tailored organization pro- 
vides for you— 

¢ A personal following representing the largest number 
of qualified executives, managers and specialists. 


¢ The invaluable counsel of experienced placement 
officers in the Financial-Controller field, fully capable 
of evaluating for you those personnel factors equally 
essential to select— 


The Right Man. 


You are cordially invited to discuss your requirements 
with us personally or by calling Kingsley 6-2300. 


BUTTRICK & MEGARY 


Organization Builders for Over a Generation 


Western Saving Fund Bldg., Philadelphia 7, Pa. 
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Automation Cornerstone 


The Friden Flexowriter® has three basic capabilities: 1) It can type, 
2) it can record what is typed on punched paper tape, 3) it can read 
tape back to itself, retyping automatically at 100 words per minute. 


These things are remarkable enough, but the important point is this: 
Tapes produced on the Flexowriter can automatically control a great 
variety of other machines—those made by other manufacturers as well 
as by Friden. Thus the Flexowriter performs the key task in automation, 
translating human language into a language that machines understand. 


Applications for the Flexowriter are immensely varied. It allows man 
to converse with computers. It prepares tapes that control automated 
machine tools. It’s also bringing about a major revolution in the han- 
dling of basic business paperwork. And the surface is only scratched. 


It will pay you to learn more about this machine and the jobs it could 
be doing for you. Your local Friden Systems Representative is the man 
to see. Or write: Friden, Inc., San Leandro, California. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. © 1961 Friven, inc., 


riden 


SALES, SERVICE AND INSTRUCTION 
THROUGHOUT THE U.S. AND WORLD 

















More Females in the Labor 
Force—Will They Be 
Assimilated? 


Because indications are that more fe. 
males will be available in the labor force 
in the near future than previously, the Na- 
tional Office Management Association 
wondered if management was in process 
of adjusting its needs and re-evaluating 
its practices with respect to the hiring of 
women. 

A survey was instituted. The results, 
however, would seem to indicate that the 
traditional attitudes towards women em. 
ployes and many of the traditional dis. 
tinctions between male and female work. 
ers are still very much in force. 

For example, 52 per cent of those 
responding to the survey reported a 
preference for the male employe over the 
female, where both had equal qualifica- 
tions, when a higher position became 
vacant; 57 per cent expected a higher 
level of job performance from the male. 

Sixty-five per cent reported qualms 
about placing a woman supervisor over 
male workers, and 68 per cent thought 
that the male supervisor was better, too, 
for an all-female department. 

According to 75 per cent, women em- 


| ployes produced more problem workers 


(prima donnas and gossipers) than men 
and 80 per cent reported more absentee- 
ism among women. 

On the other hand, there was no 
marked preference for either women or 
men reported by hirers for beginning 
jobs which could be performed equally 
well by both and 66 per cent of employers 
said they paid women and men the same 
money for the same work. 

When a female employe displayed poor 
judgment, she reportedly received neither 
more or less criticism than her male coun- 
terpart from 68 per cent of those respond- 
ing to the survey and those of her sex got 
no special privileges, such as time off, 
from 74 per cent. 


Tax Conference Planned 
at Tulane University 


The Eleventh Tulane Tax Institute 
sponsored by School of Law and School 
of Business Administration, Tulane Uni- 
versity, will be held October 25-27. Ques- 
tion-and-answer luncheon sessions and 
workshop sessions will feature many 
speakers drawn from fields of taxation 
affecting a varied range of business activ- 
ities as well as those from departments of 
revenue, professional accounting groups, 
and certified public accounting firms 
versed in matters of taxation. Further de- 
tails and registration blanks may be had 
by writing to Tulane Tax Institute, Nor 
man Mayer Building, Tulane University, 
New Orleans 18, Louisiana. 
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e IRA H. CRAM, chairman of 
the Executive Committee of 


Continental Oil Company, 


New York, as a speaker at the 1961 CIA Southern Conference, gave this firsthand report on 








WHEN I was recently offered the oppor- 
tunity to spend a month in the U.S.S.R. 
inspecting oil fields, refineries, and re- 
search laboratories and visiting certain 
planning organizations as a member of a 
delegation of American oil men, the de- 
cision to accept was an easy one. 

Here was the chance of a lifetime to 

eek behind the Iron Curtain—to observe 
that mysterious and controversial country, 
its people, and its planned economy. Here 
was a golden opportunity to make at least 
a preliminary appraisal of one of our 
country’s competitors in the international 
oil business. Here was a way to try to find 
out for myself the answers to some vital 
questions. 

Are Soviet hydrocarbon resources large? 

Do the Soviets have the ability to de- 
velop them and turn the raw material into 
useful products? 

Do they plan to push the development 
of their resources? 

Can they be serious competition in the 
international oil trade? 

The danger of reaching conclusions by 
weighing a few data gathered in such a 
short time is, of course, great. Neverthe- 
less, I venture some general observations 
which may be useful to oil men and others 
when making their own assessment of the 
strength of the U.S.S.R. in world affairs. 


RESOURCES 


Geologists have long known that there 
are vast areas within the U.S.S.R. in 
which pools of crude oil and natural gas 
of commercial proportions can be found. 
Over four million square miles can be 
considered as more or less promising, the 
more prospective area covering about 
three million square miles. These areas 
are approximately 1.7 times as large as 
areas of similar attractiveness in the 
U.S.A., including Alaska. 

Several similarities in the geologic 
framework of the two countries are ap- 
parent. Applying lessons learned in the 
exploration of the U.S.A., geologists have 
long felt that when the Soviets got around 
to more extensive exploration of the areas 
beyond the present oil-producing region 
by drilling more and deeper exploratory 
wells, happy surprises were in the cards. 
One such happy surprise materialized in 
1944 when big production of crude oil 
was discovered in the deeper (5,600 feet) 








Devonian sands opening up the great 
Ural-Volga region. An event had oc- 
curred as important to the Soviets as was 
the discovery in the mid-1920’s of large 
oil fields in the Permian Basin of West 
Texas and Southeastern New Mexico to 
the U.S.A. 

Since then, important discoveries of 
crude oil and natural gas have been made 
in other provinces so that today it is no 
longer a matter of geologic opinion, but 
of fact, that many of the broad expanses 
of the U.S.S.R., including areas east of 
the Ural Mountains and Caspian Sea, are 
good hunting grounds. 

The amount of crude oil and natural 
gas waiting to be tapped by the drill 
probably exceeds that of the U.S.A. be- 
cause the geologically attractive area is 
larger. The amounts, of course, are un- 
knowable. If our ultimate production of 
crude oil proves to be 250 billion barrels 
—a reasonable guess—at the end of 1960 
we had already produced 26% (65.4 
billion barrels). The Soviets had_pro- 
duced only 13.0 billion barrels, approxi- 





Soviet Oil 





mately 5% of their ultimate if it proves 
to be no greater than ours, and only 3% 
if their country proves to be as produc- 
tive as ours per square mile. They are 
just beginning to exploit their natural 
gas reserves. 

Hence, the Soviets have just got a good 
start on the road to developing their crude 
oil and natural gas resources, and we are 
well along. Study of the discovery history 
and results to date in both countries sug- 
gests that the U.S.S.R. is now about as 
far down that road as we were at the end 
of 1929. In 1960 the Soviets produced a 
little over 1 billion barrels of crude oil 
and almost 1.7 trillion cubic feet of nat- 
ural gas, which was about our production 
rate of both substances in 1929. 

However, their task ahead is far easier 
than ours has been since 1929. The find- 
ing, developing, and producing (also re- 
fining and transportation) technology, 
which we have developed laboriously and 
sometimes slowly since that time, is now 
in large part available to them. So the 
Soviets are in an enviable position— 


THE FUTURE OF FOREIGN OPERATIONS: A LATE BULLETIN 


The Administration's position regarding so-called for- 
eign ‘‘tax-haven” corporations and its proposal to tax the 
undistributed earnings of foreign subsidiaries of U. S. cor- 
porations were the chief issues discussed by Dwight High- 
tower in last month’s article asking “Do Foreign Opera- 
tions Have a Future?” Current status of the proposed 


legislation is as follows. 


As THE CONTROLLER went to press, the House Ways 
and Means Committee was still considering the possibility 
of further action on the Administration’s proposals. After 
taking account of the opposition brought out in its recent 
public hearings, it had, however, rejected the President's 
original proposal to tax undistributed profits earned by 
American firms’ subsidiary companies operating abroad. 

With respect to tax-haven corporations, the Committee 
has set the proposed legislation aside for further study and 
will not consider it again until next year. But in the mean- 
time the Treasury Department has altered its position to 
shift the emphasis here from the type of corporation to the 
type of transaction. And it makes no reference in the revised 
proposal to the use of ‘‘developed’’ and “underdeveloped” 
criteria in determining tax application. 
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Mother Nature having planted immense 
resources of hydrocarbons in their domain 
and the Western World having handed 
them on a silver platter advanced tech- 
nology with which to reduce the re- 
sources to possession. 

My first question—Are Soviet hydro- 
carbon resources large?—has to be an- 
swered with a resounding yes! 


ABILITY 


That they have employed this tech- 
nology effectively is indicated by recent 
results. The 1950's were banner years 
in the U.S.S.R. They increased their per- 
centage of the world’s crude-oil produc- 
tion from 7% in 1950 to 14% in 1960 
by quadrupling their output. In the same 
period the world’s crude-oil production 
doubled, and the Middle East's produc- 
tion tripled. 

Soviet refining capacity kept pace with 
rising crude-oil production. Their produc- 
tion of natural gas increased eightfold in 
the same period. Transportation by pipe 
line grew rapidly. 

Domestic consumption of refined prod- 


ucts grew a little less rapidly than crude- 
oil production because the U.S.S.R. 
became a net exporter in 1955. They 
became the world’s second largest produc- 
ing nation in 1960 with production of 
2,960,000 barrels per day, relegating 
Venezuela to third place by a small 
margin. 

Judging by what our delegation saw 
and heard and read, Soviet petroleum 
technology is not i to the U.S.A.’s 1960 
par. The technological improvements 
borrowed from the Western World, to- 
gether with their own improvements in 
such equipment as the turbo drill and 
electro drill, add up to an over-all tech- 
nology about as advanced as technology 
in the U.S.A. was in the mid-1940’s. 

However, this is not the serious handi- 
cap it might appear to be. In a country 
so much more virgin than ours, the 
Soviets can find, develop, and produce 
for some time to come an abundance of 
crude oil and natural gas by employing 
1945 equipment and concepts. They can 
meet their specifications for refined prod- 
ucts and manufacture all such products 
which they need. They can transport the 


SOVIET OIL IS IN THE NEWS; A SENATE SUBCOMMITTEE 
STUDIES THE CHALLENGE TO AMERICAN PRODUCERS 


As the “trickle of Soviet oil to the Free World turns into 
a flood,” Business Week headlined on August 5, “U. S. 
presses its allies to stem the oil invasion.” The magazine 
went on to state that “after turning a deaf ear to industry 
arguments that Soviet oil exports constitute a threat to Free- 
World security, Washington is finally beginning to take 


some action.” 


Meanwhile, a Senate study predicted that the Soviet oil 
offensive, aimed squarely at undermining Western strength, 
will be stepped up over the next decade with an expected 
tripling of offerings of low-priced oil to the Free World. 
The study, prepared for the Internal Security subcommittee 
by the Library of Congress and analyzed by Clyde H. Farns- 
worth in the New York Herald Tribune, forecast that by 
1970 Soviet exports to the Free World will rise to 900,000 
barrels daily from 285,000 barrels in 1959. 

The study further pointed out that Soviet oil has been 
beyond the Free World’s competitive reach. One reason is 
that it represents surplus production from a state-operated 
monopoly not answerable to stockholders. Another reason 
is that the USSR is willing to barter oil for other com- 
modities or to accept in payment local “‘soft’’ currencies. 

The challenge of Soviet oil, the study noted, comes at a 
time when the international oil industry is already faced 
with oversupply problems. “Although in 1960 the Soviet 
oil actually marketed in the West European area amounted 
to only a small fraction of the total, it dealt a distinct shock 
to an already saturated market situation and was the more 
disruptive because of the certainty of larger quantities to 


come,”’ the report said. 


crude oil, natural gas, and petroleum 
products efficiently by pipe lines. 

Soviet oil men understand that finding 

roblems multiply as resources are de. 
pleted, that development and producing 
problems mount with deeper drilling, and 
that refining problems increase with the 
inevitable demand for more and better 

roducts in an advancing industrial so. 
ciety. All this means that technology must 
grow with the problems. Their technical 
mr are smart and well trained. In all 
probability, they are adequate to the task, 
Authority is still highly centralized in 
Moscow, but a degree of decentralization 
has been achieved in recent years which 
should improve results. 

Observing further evidence of their 
abilities, our party inspected fields that 
were easy to find and one, New Karadag, 
that was not so easy to find. They did 
some fine geophysical work to discover 
the latter. 

Their exploratory program is large and 
far-flung, core-drilling and geophysical 
efforts exceeding ours in the U.S.A. The 
Soviets recognize they must explore be- 
yond the recognized producing provinces 
if they are to continue to cound produc- 
tion. This particular part of their program 
is paying off because their seismic pro- 
grams in Western Siberia and Central 
Asia have resulted in the discovery of 
important gas fields. 

The powers-that-be in Moscow have 
also learned that many wildcat wells must 
be drilled to find crude oil and natural 
gas in expanding quantities and that most 
of the wells will be failures. In such an 
understanding atmosphere explorers can 
operate more effectively. Apparently, the 
spectre of ‘‘Siberia’” no longer haunts the 
explorer who has drilled a dry hole—at 
least not to the extent that it did under 
Stalin, when the police state was more 
restrictive and suffocating than is Khrush- 
chev’s police state. 

The Soviets concentrate their develop- 
ment drilling on their better discoveries, 
which is good planning. Although Soviet 
practices could be improved considerably, 
they are doing a pretty fair job of drilling 
wells and producing crude oil and natural 
gas. And they have not achieved a high 
rate of production by subjecting their 
oil fields to ruin through excessively high 
rates of production. On the contrary, they 
are conservation minded and, like us, are 
gearing their practices, including research, 
to recovering the maximum percentage of 
the oil and gas in place. 

Their refineries are not so modern as 
ours, but they are adequate to meet the 
rather low product specifications. How- 
ever, the Soviets are improving quality of 
products and probably know most of the 
tricks necessary to achieve further im- 
provement. Certainly, they must recognize 

(Continued on page 518) 
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that quality has to be improved if they 
are to compete effectively in Free World 
markets. The Soviets readily admit the 
present inadequacy of their storage and 
transportation facilities. 

Extravagance is striking. In oil fields 
and refineries there are too many people 
on the pay roll and too much idle equip- 
ment, according to U.S.A. standards. The 
units within a refinery are too numerous, 
too small, and located too far apart. 


| Safety standards in both oil fields and 


refineries are less rigorous than ours. 


| Training people for the great expansion 
| ahead is their excuse for excess personnel. 


This appears to be a partial answer; the 
main reason is surely government owner- 


| ship and management. 


Such extravagance increases costs. The 


Soviets revealed very little cost data be- 
| cause they regard costs as trade secrets. 


We do not advertise our costs to com- 
petitors either. From the sparse and con- 
flicting data obtained I was unable to 


| make an intelligent guess as to the cost 
| in rubles of personnel and equipment. 





Since the dollar value of the ruble still 
bafHles the experts, I would have been in 
the dark anyway in my efforts to compare 
their costs with costs in the various coun- 
tries of the Free World. 

Because of the low wage and salary 
scales, the salary and wage bill cannot be 
as excessive as statistics on numbers em- 
ployed seem to indicate. However, if this 
bill should prove to be no larger than 
ours per unit of product, their practice is 
still extravagant in a country with an ad- 
mitted manpower shortage. 

But the fact remains that the Soviets 
have an advantage over most producers 
in the U.S.A. in exploration for, and 
development of, their oil and gas fields. 
The effect of using modern tools and 
concepts to explore and develop a far 
more virgin country than ours shows up 
in Soviet statistics: 

In the 1950-1958 period we drilled in 
the U.S.A. about 11.6 times more feet of 
hole, exploratory and development, then 


| they did, while a reasonable estimate in- 
| dicates we blocked out a little more than 


two times as much crude oil and natural 


| gas. They added, therefore, about five 


times more producible reserves per foot 


| drilled than we did. 


Moreover, their pre-drilling explora- 


| tory costs may be no higher than ours. 


Even though the Soviets do far more 
core-drilling and exploration geophysics 
than we do, they do not buy leases and 


| pay rentals. The staggering cost of these 


two items in the U.S.A. ought to more 


| than cover their larger program and their 
extravagance. 


To sum up: the degree of accuracy in 
such speculations is patently low; never- 
theless, there can be no question that it 
has taken less effort to find and develop 
production in the U.S.S.R. than in the 
U.S.A. It is also a fair guess that the 
differential can be maintained. However, 


it is further a fair guess that over-all dol. 
lar costs are lower, and assuredly Soviet 
finding, developing, and producing costs 
are much higher than the low costs of 
the Middle East. 

By now the reader has probably for. 
gotten my second question—Do the 
Soviets have the ability to develop them 
(their resources) and turn the raw ma. 
terial into useful products? The answer 
to this question is quite obviously yes, 
shortcomings notwithstanding. 


PLANNING 


The current Soviet seven-year plan 
(1959-1965) is an ambitious one. They 
are shooting for crude production of 
4,800,000 barrels per day and refinery 
tuns of 4,280,000 barrels per day in 1965, 
more than double 1958 performance. The 
Soviets project gas production at 14.5 bil- 
lior cubic feet per day, which is more 
tha. five times 1958 production and more 
than three times 1960 production. 

They plan to expand crude and product 
trunk pipe lines to 28,000 miles, about 
three times 1958 mileage, and gas trunk 
lines to 23,600 miles, over three times 
1958 mileage. They are also increasing the 
diameters of their lines. 

If the goals are reached, the Soviets 
will be producing crude oil at a rate in 
1965 comparable to the U.S.A. in early 
1947 and natural gas at our 1948 rate. 
They would have increased production of 
crude as much in five years (1960-1965) 
as the U.S.A. did in 17 years (1929- 
1946). They are now forecasting that 
these goals will be exceeded. 

Unquestionably, they are moving in 
our direction in the matter of consump- 
tion of petroleum products and natural 
gas. The seven-year plan visualizes con- 
tinuous expansion of energy consump- 
tion and continuous replacement of their 
poor and expensive coal by much cheaper 
petroleum and natural gas. Daily con- 
sumption of hydrocarbons in 1965 should 
be more than 2.5 times 1958 consumption. 

Whereas petroleum and natural gas 
supplied about 31% of the energy te- 
quirements of the U.S.S.R. in 1958 and 
38% in 1960, 50% is the 1965 target. 
This would be moving very fast—it took 
us 19 years (1929-1948) to advance from 
31% to 50%. Hydrocarbons now furnish 
approximately 72% of total energy con- 
sumed in the U.S.A. 

Moreover, the Soviets are assuredly 
preparing for greater export to both the 
Free World and the Communist satel- 
lites. The seven-year plan indicates a 
planned exportable surplus in 1965 of 
crude oil alone of over 500,000 barrels 
per day, more than double 1959 net ex- 
ports of crude. When products are added, 
total net exports in 1965 may well reach 
900,000 barrels per day, more than twice 
1959 exports. 

Certain deals of undisclosed magnitude 
have been made to supply by pipe line 


THE CONTROLLER * OCTOBER, 1961 











expanc 
ropean 
leted 
Ural-V 
refiner: 
on the 
orts t 
line is 
Sea, W 
for ex 
ports, ( 
the Fre 
not bec 
It is 
balance 
eting ¢ 
advant: 
profits. 
make 
heaven 
Rem 
plan t 
resOur'e 
resoun 
success 
courag' 
expans 


DRIVE 


To « 
the An 
enterpt 
Soviet 
well— 
for the 
our dai 
of ever 
differes 

W he 
First at 
system 
out in 
though 
specific 
propos 
and m 
less. 

All | 
various 
the lin 
1965 § 
to over 

Of i 
dedicat 
engine 
and er 
and m 
are bei: 

The 
dedicat 
dse, it 
where 
mechat 
parent] 
with e; 
limit o! 

And 
dedicat 
among 
thes t¢ 
tion an 


Doab 


THE CO 


I dol. 
sOviet 

COsts 
its of 


Y for. 

the 
them 
! Ma- 
1swer 
| yes, 


lan 
They 
n of 
finery 
1965, 
. The 
5 bil- 
more 
more 


oduct 
about 
trunk 
times 
g the 


viets 
te in 
early 
rate, 
yn of 
965) 
929- 

that 


g in 
ump- 
tural 
con- 
ump- 
their 
caper 
con- 
ould 
tion. 
gas 

y fe- 
and 
rget. 
took 
from 
rnish 
con- 


redly 
1 the 
satel- 
es a 
5 of 
irrels 
t ex- 
ided, 
reach 
twice 


itude 
line 


1961 





expanding refining facilities in the Eu- 
ropean satellites. A pipe line to be com- 
Jeted in 1963 or 1964 will connect the 
Ural-Volga producing area and certain 
refineries with the terminal at Klaipeda 
on the Baltic Sea. This will facilitate ex- 
ports to Northern Europe. Another pipe 
line is projected to Odessa on the Black 
Sea, which will increase present facilities 
for export. In 1959, 64% of Soviet ex- 
orts, or 268,000 barrels per day, went to 
the Free World. The target for 1965 has 
not been disclosed. 

It is their idea that their plan achieves 
balance—planning and satisfying skyrock- 
ting domestic consumption while taking 
advantage of opportunities for export 
profits. The Soviets are simply planning to 
make the most out of their gift from 
heaven—their hydrocarbon resources. 

Remember my third question—Do they 
plan to push the development of these 
resources? Again the answer has to be a 
resounding yes! Having tasted unusual 
success in the 1950's, they have the 
courage and good sense to project further 
expansion. 


DRIVE 

To one like myself who was raised in 
the American system of free, competitive 
enterprise, it is hard to believe that the 
Soviet planned economy can work very 
well—or last very long. It is even harder 
for the Soviet to believe that we can make 
our daily bread without national planning 
of every facet of life. He simply goes to a 
different economic church. 

What makes the Soviet citizen tick? 
First and foremost, he is dedicated to the 
ystem of a planned economy. This creeps 
out in any serious conversation even 
though their system is not being discussed 
specifically. Then, he is dedicated to the 
ptoposition that he must produce more 
and more—it is unthinkable to produce 
less. 

All over the country one sees charts in 
vatious institutions and publications with 
the lines always pointing upward to that 
1965 goal. And the most urgent goal is 
to overtake and surpass the U.S.A. 

Of immense importance is the Soviet’s 
dedication to the potency of science and 
engineering. More and more scientists 
ind engineers are being trained. More 
and more of these well-educated people 
are being promoted into management. 

The well-educated citizen is no less 
dedicated to the education of everybody 
clse, it seems. There are trade schools 
where they are taught to be competent 
mechanics, repairmen, and the like. Ap- 
parently, the goal is an educated nation 
with each man and woman trained to the 
limit of capabilities. 

And, believe it or not, the Soviet is 
dedicated to competition—not competition 
among industries and units within indus- 
tnles to capture customers, but competi- 
tion among themselves to please Moscow. 
Do a better job than the other fellow and 
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you Il be rewarded—perhaps with a medal 
or a bonus or raise in pay or even a pro- 
motion. I need not remind you of Soviet 
competitive spirit in the field of interna- 
tional business and politics. 

So individually and collectively they do 
have drive. It’s certainly a bitter pill to 
be forced to admit that in the oil busi- 
ness, at least, their detestable system is 
working pretty well—too well. 


COMPETITION 


Of course I, an oil man, think that the 
Soviet system is working too well because 
I have acquired a competitor who has the 
resources, ability, and drive to achieve his 
ambitious goals with a reasonable amount 
of good luck in exploration and barring 
economic or political upheavals. In these 
days of oversupply, the thing oil men of 
the Western World need least is another 
source of crude oil and products in the 
hands of another competitor. 

This competitor is proving to be a for- 
midable one and can develop into a more 
formidable one. Net exports of 419,000 
barrels per day of crude oil and products 
in 1959 amounted to 2% of world produc- 
tion of crude oil. Net exports of 900,000 
barrels per day in 1965 would represent a 
larger percentage of world production 
even if world production of crude oil 
reached 30 million barrels per day. 

His main source of crude oil (the Ural- 
Volga region), when connected to the 
Baltic and Black Seas by pipe line, is better 
located with respect to northern European 
markets than Middle East crude and is at 
no particular disadvantage in Mediter- 
ranean countries. Crude produced in the 
vicinity of the Black Sea is still more ad- 
vantageously located with respect to the 
major European markets. However, inso- 
far as location is concerned, Soviet crude 
is at a competitive disadvantage elsewhere 
in the Free World. 

However, judging by recent trades re- 
ported, long distances and hence high 
transportation costs are not deterring fac- 
tors. Neither are production costs. The 
present cost of finding, developing, and 
producing crude oil in the U.S.S.R. does 
not have a ghost of a chance to approach 
the low costs of the Middle East, which 
is today the chief supplier in the Eastern 
Hemisphere. Thus, when the Soviets meet 
competition or undersell competitors in 
the present depressed Free World mar- 
kets, it would appear that they accept a 
profit that is, at best, miniscule by West- 
ern standards. For instance, when they 
offer crude oil at $1.10 per barrel f.o.b. 
Black Sea, not even low-cost Middle East 
producers can meet that price and make a 
profit. These producers must pay the Mid- 
dle East governments about 73 cents per 
barrel in taxes and royalties and the re- 
maining 37 cents does not cover produc- 
ing and transportation costs to the Medi- 
terranean. 

In the scheme of things in the U.S.S.R., 

(Continued on page 520) 
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however, profits can be computed in vari- 
ous ways. Crude oil and products are 
sources of hard money to them to be used 
to grind many an axe. Crude or products 
can be traded for much needed foreign 
exchange. They can pay a premium in 
crude or products for scarce materials 
such as 40-inch line pipe necessary to 
achievement of transportation plans. 

Further they can forego profits meas- 
ured in money or things by trading crude 
oil or products for political profits. Some 
of their trades have to all appearances 
been politically inspired. This is inevitable 
when the chief executive officer of the 
nation—a politician—is at the same time 
chief executive officer of all business. Be- 
ing the boss of this gigantic enterprise, 
he can claim a profit if gains in certain 
segments of the business exceed losses in 
the rest. He can add his own estimate of 
the political profits made so that there 
never need be an over-all loss. It is well 
to remember that this particular chief ex- 
ecutive has been quoted as saying, ‘We 
value trade least for economic reasons 
and most for political reasons.” 
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The Soviets, thus, have a flexibility in 
trading unavailable to Western oil men. 
Accordingly, I am more than a little un- 
comfortable that this country, with such 
a large potential to produce the products 
we oil men sell, is in the hands of plan- 
ners who need not be disciplined by eco- 
nomic realities to the extent to which we 
have to be. My fourth question—Can 
they be serious competition in the interna- 
tional oil trade?—can only be answered 
in the affirmative. 


CONCLUSION 


The entry of the U.S.S.R. into the oil 
and gas big league has other implications 
of a broader and more serious nature. | 
refer to the hard fact that in this modern 
industrial world a country’s standard of 
living and its industrial might are directly 
related to that country’s consumption of 
energy, particularly the cheap energy pro- 
vided by petroleum products and natural 
gas. And the strength provided by the 
growing consumption of these hydrocar- 
bons is enhanced—come war or peace— 
when the source is within a country’s 
borders. 

The U.S.A., the world’s most powerful 
nation and the chief proponent of free, 
competitive enterprise, is in that enviable 
position. The U.S.S.R., the world’s chief 
proponent of unfree, noncompetitive en- 
terprise, is challenging our leadership 
and is now in a similar position. The So- 
viets know that cheap energy is provided 
by crude oil and natural gas and that the 
utilization of cheap energy multiplies 
one’s industrial strength. That’s why the 
Soviets are moving in our direction in 
such a hurry, replacing their more ex- 


pensive poor coal with cheap hydrocap 
bons while increasing at the same time 
total energy consumption. 

We in the U.S.A. now consume aboy 
three and one-half times as much totg) 
energy per capita as the Soviets do and 
about seven times as much hydrocarbon 
energy per capita. Our motor road Mileage 
is about 23 times theirs although the 
U.S.S.R. is almost two and one-half times 
as large as the U.S.A. including Alaskg 
Interestingly enough, our motor vehi 
registration per capita is also about 23 
times theirs. They have a long, long wa 
to go to approach us, but they are making 
definite progress. 

Perhaps my assessment of the impor- 
tance of the Soviet oil and gas potential 
boils down to this. If they elect to export 
more and more, they can make additional 
advantageous trades for money or things 
needed; they can solidify their position 
in the satellite countries and can make 
more economic and _ political hay in the 
Free World. If they elect to keep the 
hydrocarbons at home, they build up to 
greater heights their industrial strength 
and consolidate their position with the 
people at home by raising the standard 
of living. 

Since they strive for balance in their 
planning, undoubtedly they will do a bit 
of both and in any event grow in indus. 
trial might and influence. The Soviet oif 
and gas picture is, therefore, a matter of 
concern not only to Western oil men but 
to all Westerners. 

One of our national pastimes is the 
underrating of foreigners. To underrate 
this particular foreigner is to invite dis 
aster. 


Standardization: A Significant Factor 
in Improving Industrial Productivity 


The Western world must increase its 
efforts to promote standardization if it is 
to meet successfully the economic competi- 
tion from totalitarian countries, according 
to Walter G. Wright, vice president of 
operations, General Telephone & Elec- 
tronics Corporation. 

At a conference on Standards, spon- 
sored by the American Standards Associa- 
tion, he said, “In a totalitarian regime, 
standardization is imposed ‘by authority’ 
in direct contrast to the ‘by general con- 
sent’ approach typical of the Free World.” 
The latter system, he felt, was the only 
one available for cooperative efforts to- 
ward promoting standardization between 
companies within an industry, between in- 
dustries in the same country, and between 
countries within the same political sphere. 

“To effect the necessary cooperation on 
such a large scale,’ Mr. Wright con- 
tinued, “calls for industrial diplomacy of 
high order and the willingness of com- 


panies and industries alike to accept cet 
tain recommended standards and _ stand 
ardization for the ultimate good of the 
national economies. 

“Standardization by itself cannot if 
prove the economic status of anyone,” he 
pointed out, ‘‘but it is an acknowledged: 
and significant factor in improving indus) 
trial productivity. This in turn enhancts) 
the purchasing power of an hour of labor} 
which is the essense of improved living} 
standards. q 

“It follows logically, therefore, that bf 
this process further standardization offets 
a significant offset to the pressures of iff} 
flation being placed upon our economy 
from all sides.” q 

He concluded by saying that “the get 
eral consent approach,” or what he pit 
ferred to call “friendly persuasion” & 
mained “the best hope of accomplishing 
the objective of promoting standardizatioml 
throughout industry.” 4 
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